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Any branch bank manager, consulted by his customers about unit trust 
investments, need have no hesitation in recommending any of the 


Fifteen Moorgate Group of Unit Trusts 


These trusts are managed by Fifteen Moorgate Unit Trusts Ltd., a company closely associated with 
Dawnay Day & Co. Ltd., merchant bankers, and are notable for their flexible management powers. 
Each spreads its funds over an extensive list of first-class stocks and shares, and the portfolios taken 
as a group include 197 different securities arranged in carefully selected categorics which cover 
virtually the whole field of prudent investment. 

The Trusts, with their approximate gross annual yields, based on current sub-unit prices and the 
dividends paid last year, are:— 


Security First Trust A Provident Investors Trust 
Hundred Securities Trust Investors Gold Share Trust 
d Investors Flexible Trust 


An investment spread evenly over all six trusts yields on the same basis 7%, 
Full particulars of all these Trusts are given in the official 
handbook Bs9 which is the basis of all transactions. 

FIFTEEN MOORGATE UNIT TRUSTS LTD., 15, Moorgate, London, E.C.2 
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BLADES, EAST & BLADES, Ltd. 


Established 1821. 
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CITY OFFICES: WORKS: 
17 ABCHURCH LANE, ~~ LEONARD ST., FINSBURY, 
LONDON, E.C.4 LONDON, E.C.2 \ 


Telephones : MANsion House 4366 (10 lines). Telephones : CLErkenwell 1020 (10 lines). 
Telegrams : “ Identical, London.” 


BANKERS’ CHEQUE PRINTERS. 


BANK NOTES, BONDS, BANKERS’ PROTECTIVE CHEQUES, 
CERTIFICATES, POSTAGE AND REVENUE STAMPS, 
ENGRAVERS AND FINE ART PRINTERS. 
COMPANY PROSPECTUSES. 


WHOLESALE AND EXPORT MANUFACTURING STATIONERS, LITHOGRAPHERS, 
ACCOUNT BOOK MAKERS, AND SEAL ENGRAVERS. 


PHOTOGRAVURE AND COLOUR PRINTING. 


PUBLIC COMPANY WORK, INCLUDING INSURANCE COMPANIES, BANKS 
ETC., AND STATIONERY FOR MECHANISED BOOKKEEPING A_ SPECIALITY 
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OTTOMAN BANK 


Incorporated in Turkey with Limited Liability 
FOUNDED 1863 
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A Banker’s Diary 


Mid-April—Mid-May 


[IN the second week of May the London money market 
had to withstand the reactions of the rapid repatriation 
of French funds trom England, of an 
amount estimated at anywhere between 
£50 and £100 millions sterling. This ques- 
tion is referred to at length on a later page, 
but as the Exchange Equalisation Account 
had to cover the repatriation movement by means of 
sales of gold to France, it found itself glutted with 
sterling. As this sterling came mostly out of the British 
banking system, the money market found itself unusually 
short of funds. To relieve this shortage, and also to 
tind employment for some of the Exchange Account’s 
cash, the authorities at once intervened and bought bills 
in the open market, while, with the same objects in view, 
£5 millions was cut off the top of the Treasury bill tende1 
issue of May 7. Still, it was not possible to provide full 
relief immediately, and the Bank return of May 11 showed 
that nearly £30 millions had been transferred from 
bankers’ deposits to public deposits, that is from the 
banking system to the Exchange Equalisation Account. 
In consequence there was a fair demand for funds, with 
some calling first by the French banks and then by the 
British banks. Rates for loans against bills remained 
unchanged, but for a few days “ bond-money ” was 
charged for at rates up to one per cent. Had it not been 
for the special purchases of bills, the market would 
probably have found itself in the Bank. On the whole, 
the disturbance was very small, and money remains 
reasonably plentiful. It will, however, take time for the 
situation to be completely rectified, and in the long run 


The Money 
Market 
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the Exchange Account’s gold sales will involve a corres- 
ponding reduction in the volume of Treasury bills issued 
by tender. Sales of dollars due to French. repatriation 
from New York have been balanced by French official 
purchases of dollars made out of the French authorities’ 
newly acquired holdings of sterling. Swiss francs and 
Dutch guilders were slightly weaker as the result of 
French repatriation. 


THE chief event of the month has been the creation of the 
Daladier franc, which involved a fresh depreciation from 
about Frs. 160 to a limit of Frs. 179 to the 
The pound. The broader implications of this 
Foreign change are discussed elsewhere, but so far 
Exchanges the French authorities have deliberately 
fixed the exchange at Irs. 177} to the 
pound. Had it not been for the heavy gold sales made 
by the British Exchange Equalisation Account, the rate 
must have fallen to a much lower level as the result of 
the heavy French repatriation of funds. The London 
market was very active over the week-end of May 7, but 
by the middle of the following week the repatriation 
movement had subsided. Meanwhile other currencies 
were affected by the French depreciation and repatriation. 
Belgium was caught at an unfortunate moment, as she 
was in the throes of a political and budget crisis. On 
May 9 and 10 there were heavy bear sales of belgas, as 
the Continent formed the view that the depreciation of 
the French franc would force Belgium to a fresh devalua- 
tion. This attack was countered by an increase in the 
Belgian Bank rate from 2 to 4 per cent., followed by 
vigorous official support of the belga. Further weakness 
developed, however, at the end of the week when the 
Belgian Cabinet resigned, but a fresh recovery came on the 
formation of the new Belgian Government. It seems 
unlikely that there will be any drastic change in Belgian 
monetary policy for the present. Belgian gold reserves 
are still very strong in spite of this year’s losses, while 
the Belgian Government will almost certainly wait to see 
how far the recent depreciation of the franc is neutralised 
by a fresh rise in French prices and costs. Dollars have 
on the whole been firm at about $4-96 to $4-97. 
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THE absorption of Austria by Germany and the substi- 
tution of the reichsmark for the schilling raised the 
question of the supply of currency for 
foreign tourists in Austria. Visitors to 
‘The Base Germany have long been able to secure 
registered marks at a discount of about 
50 per cent., the foreign currency proceeds 
of these marks being used to liquidate Germany’s stand- 
still commitments, at the cost of heavy loss to her 
creditors. Germany was naturally unwilling that tourist 
expenditure in Austria should equally go to repaying 
past debt instead of providing Germany with fresh 
exchange. It has therefore been decided that foreign 
purchases of travel marks shall be supplied as to 75 per 
cent. out of registered marks and as to the remaining 
25 per cent. out of a new mark called the Dego mark. 
Dego marks are supplied by the Golddiskontbank at the 
same discount as registered marks, but against free 
foreign exchange. Thus visitors to Germany, including 
Austria, can obtain travel marks at the registered mark 
rate, but only 75 per cent. of their purchases is now to be 
used to liquidate standstill commitments, while the 
remaining 25 per cent. provides the German authorities 
with fresh exchange. The basic assumption apparently 
is that 25 per cent. of the future tourist expenditure in 
Germany will be spent in that part of Germany which 
was formerly Austria. How this will work out in 
practice remains to be seen. 


Tue Bank of England has informed the London bullion 
market that it no longer desires to prevent forward 
dealings in gold or the granting of bank 

The loans against gold. These unofficial restric- 
London’ tions were imposed many years ago as 
Gold Market a means of co-operation for the defence of 
the Poincaré franc, their intention being to 

check speculation in gold against francs. The position 
to-day is completely different, especially in view of the 
creation of the Daladier franc and the wholesale repatria- 
tion of funds to France. Thus the need for their embargo, 
like that on dealings in gold coins which was removed 
last year, has disappeared, and the London gold market 
can be given complete freedom of operation. This ought 
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to recover for London, business which had been lost to 
Continental centres, and so is in more ways than one a 
welcome move on the part of the British authorities. 


THE 1938-39 Budget was inevitably weighed down by 
the heavy aie sy e cost of rearmament, estimated at 
£324 millions plus an unknown allowance 
for supplementary estimates to be presented 
A during the year. On the basis of existing 
taxation the Chancellor of the Exchequer 
found himself faced with a_ prospective 
deficit of £30 millions, exclusive of the sum of {go millions 
to be spent out of loans to be raised under the Defence 
Loans Acts. He decided to raise the whole of this 
{30 millions by means of increased taxation, and he 
therefore announced that the — rate of income tax 
would be increased from 5s. to 5s. 6d. in the pound, 
though with concessions to oni tax-payers and in 
respect of the deduction for wear and tear of industrial 
equipment. The petrol duty was raised by 1d. per gallon 
and the tea duty by 2d. per Ib. Conversely, he decided 
to cover by borrowing not only the £90 millions referred 
to above, but any further amount required to defray the 
cost of supplementary estimates. He has thus compro- 
mised between new taxation and borrowing. After the 
first shock, the budget has had a good reception. It is 
realised that the peak of rearmament expenditure has 
still to be reached, while the Chancellor’s decision to 
raise the annual fixed debt charge from {224 to £230 
millions provides a useful warning that new borrowing 
has to be paid for. So far, £64-9 millions of the £99-7 
millions raised through the first Defence Loan have been 
spent on rearmament, while last year’s surplus of 
£28 millions is also being appropriated towards this year’s 
envisaged borrowing of {90 millions. Adding together 
last year’s surplus and the unused portion of the first 
Defence Loan, the Chancellor has at the moment 
£63 millions in hand before he need issue the next Defence 
Loan. It does not, however, follow that he will refrain 
from doing so until the whole of this £63 millions has 
been used. Generally speaking, the increases in taxation 
undoubtedly came as a shock to the nation, but in view 
of the unknown size both of this year’s supplementary 
x2 
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estimates and next year’s total rearmament expenditure, 
it is impossible to quarrel with the Chancellor’s decision. 
At any rate he has brought home to the whole world the 
magnitude of our reaarmament effort, while he has shown 
the country that its cost has to be met. The real point 
which has lately exercised the nation is whether ou 
rearmament effort is adequate and efficient. There is 
little disposition to criticise the way in which it is being 
financed. 


Tue April returns of the eleven clearing banks show a 
seasonal expansion in most of the main items. Deposits 
rose from £2,253: 7 millions in March to 
April {2,268-o0 millions in April. Discounts in- 
— creased from £238-6 millions to {248-5 
Averages millions, while call and short loans declined 
by £0-3 millions to {150-1 millions. Ad- 
vances also showed a slight decrease from £995:*2 millions 
to £993°7 millions. Investments rose from £634-0 mil- 
lions to £637:7 millions. Bank cash increased from 
{244-2 millions to {246-4 millions, and the aggregate 
cash ratio remained practically unchanged at 10-87 
per cent. 
Imports in April, at £73-7 millions, showed a decline of 


f11-2 millions compared with March, and were £9:3 mil- 
lions below their level of April, 1937 


April Raw material imports declined from [24-0 0 
Overseas millions in March to {21-5 millions in 
frade April, against £26-0 millions a year ago. 


British exports, fell by £4-9 millions to 

£37+3 millions, against £43:0 millions in April, 1937. 

Re-exports showed little change at {5-0 millions, but 

were {2°3 millions less than in April, 1937. The returns 
are summarised below :— 

Apr., 1937. Mar., 1938 = Apr., 1938 


£ mill. { mill. £ mill. 

Imports a as > 83-0 84-9 73°7 
Exports as ba ‘ia 43°0 42°2 37°3 
Re-exports.. ‘i via 7°3 5°5 5°0 
Total exports - as 50°3 47°7 42°3 
The adverse trade balance for the first four months of 


the year amounts to {139-5 millions, compared with 
£122-4 millions in 1937 
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The Daladier Franc 


URING the recent years of French depression and 
D financial disorder, it was often said that France 
always pulls herself together in the nick of time. 
Such a prognostication was based on past French economic 
history, but as time elapsed and France seemed to be 
going from bad to worse, a prophecy of this kind appeared 
to have no basis other than that of unreasoning faith. 
Suddenly M. Daladier seems to have pulled France round. 
In the space of a single week he announced a new internal 
financial and economic programme, he brought about a 
fresh devaluation of the franc, he drew home again an 
amount of expatriated funds variously estimated at 
around {100 millions sterling, and finally has successfully 
issued of a 5 per cent. Defence Loan of Frs. 5,000 
millions. 
Wherein lies the secret of this sudden success? First 
M. Daladier commands a greater degree of confidence 
among the French investors than did his immediate 
predecessors ; and this confidence was enhanced by the 
successful settlement of outstanding labour disputes 
during his first few weeks of office. Then, instead of 
trying to force home the French exp itriated capital, he 
approached the French investor with a mixture of a 
bribe and a threat. To do so, he deliberately depreciated 
the franc to Frs. 179 to the pound, at which level it was 
admittedly under-valued, but he equally insisted that 
this was the top limit of depreciation, and that he would 
make every effort to reduce the rate below that limit. 
Already, within the first few days, he brought the rate 
down to Frs. 1772. 

The implication was obvious. Those who decided 
to repatriate their capital were offered an unexpectedly 
generous profit, provided that they acted without delay. 
If { they waited, the profit would diminish. M. Daladier 
showed that he had well gauged the temperament of his 
people. The response, both in the form of bear-covering 
and genuine repatriation, was immediate and over- 
whelming. The magnitude of this demand for francs has 
both eased France’s financial position and more specific- 
ally put M. Daladier into a position where he can bring 
down the rate if he desires to do so. 








ssenimainienpseeiensintl — SESE ~ 


24.2 THE BANKER 





Theeasement of France’s financial position is illustrated 
primarily by the fact that it has at last proved possible 
to launch the Defence Loan on terms which are not too 
onerous. Admittedly, M. Daladier is not asking for all 
the money he needs this year, for to cover his full re quire- 
ments, including rearmament, public works, and the 
ordinary budget and railway deficits, he needed in early 
May something like Frs. 18,000 millions, in addition to 
further envisaged borrowing of Frs. 12,000 millions from 
the Banque de France. Still, he was undoubtedly wise 
not to try to raise this full amount at once. Other 
indications of easement are to be found in the reduction in 
the French Bank rate from 3 to 25 per cent., in the 
reduction in the rates for Treasury bonds, and in the 
recovery in rentes and in Bourse prices generally. Last 
but not least, forward francs were quoted mainly on an 
interest basis, with discounts narrower than they had 
been for months, if not for years. 

So far so good, for M. Daladier has had a flying start. 
But he has not found the solution to all his troubles. 
He has still to expand production and the national in- 
come, he has still to persuade French capitalists to invest 
their funds in French industry, he has still much French 
capital awaiting repatriation, and in short he has to 
persuade the French money not only to come home but 
to stay there. This demands primarily that he should 
define his attitude to French Labour. Industry must be 
able to work at a profit, and also with freedom from 
constant strikes and other interruptions. On the other 
hand, Labour must not be thrust back into its unfavour- 
able position of two years ago. M. Daladier has to find 
a way of fulfilling these two c onditions, and of making his 
solution acceptable to all sections of the French com- 
munity. On the purely monetary side, the experience of 
the Poincaré recovery of 1928-31 recalls one point that 
ought to be watched. That is that, simultaneously with 
any reflux of funds back to France, money should not be 
allowed to accumulate even temporarily in Government 
balances at the Banque de France, to the extent that the 
Paris market is left short of funds. 

As regards foreign reactions, there is no doubt that the 
franc is now under-valued, and M. Daladier had some 
difficulty in persuading London and Washington that he 
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was not committing an irreparable breach of the Tri- 
artite Agreement. His task was probably easier in 
London, for, all said and done, the British nation needs a 
strong and prosperous France, and would be persuaded 
to pay a reasonable price in the shape of some temporary 
accentuation of French competition. Besides, the word 

‘temporary ’ must be stressed. A further rise in French 
prices appears inev itable, if only because of M. Daladier’s 
increases in taxation. This will partially neutralise 
M. Daladier’s act of depreciation so far as competition 
from France is concerned. 

Considerable strain, however, was caused in Belgium, 
partly because the advent of the Daladier franc coincided 
with the culmination of a budget crisis which had long 
been developing. Belgium is still on the gold standard, 
and had already lost about one-third of her gold stocks 
since the New Year. On the other hand, those which 
remained were ample to cover the liabilities of her central 
bank, while for several years Belgium has assessed her 
price-level and competitive powers more in terms of 
sterling than of [Trench francs. Initially, the fears 
aroused by the Daladier franc were dealt with by an 
increase in Bank rate from 2 to 4 per cent. and by strong 
official support to the belga. For one day at least the 
bears of belgas were badly nipped, but the whole situation 
was disturbed once more by the resignation of the Belgian 
Cabinet on May 13. 

In London, the withdrawal of the best part of £100 mil- 
lions of French funds threw a large quantity of sterling 
suddeniy on to the hands of the Exchange Equalisation 
Account; for the repatriation of the French money had 
to be carried over the exchanges by sale of gold by the 
British Exchange Account to the Banque de France. 
The general technique of the Exchange Account is to 
invest its sterling in Treasury bills, this involving a 
substitution of “tap”’ for “‘tender’’ Treasury bills. 
The Account, however, was so swamped with sterling that 
it could not reinvest it allat once. There is some evidence 
that it used {12 millions of sterling to repay Government 
debt to the Bank, and there was also special buying of 
bills in the market, carried out with the complementary 
objects of replenishing the market’s resources and ab- 
sorbing some of the Exchange Account’s surplus cash. 
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Even so, the following week’s Bank return suggested that 
nearly £30 millions of cash had been transferred tempor- 
arily from the banking system to the Exchange Account, 
for bankers’ deposits were down by {£29 millions, w hile 
public deposits rose by £26 millions. 

In the middle of May it looked as if it might take time 
to rectify this disturbance completely, and, as the 
Economist of May 21 pointed out, there is a case for letting 
the Exchange Account lodge its surplus cash at the 
i¢ int- stock banks as W ell as in 1 public deposits at the nauk. 
bank cash. Yet, rir dy a broad view of the situation, 
the disturbance to the London market was very small 
when compared with the magnitude and rapidity of the 
french withdrawals. In fact, in 1928-30 with the gold 
standard in operation and with our small gold reserves, 
such a movement would have driven us off the gold 
standard and sent the Bank rate up to 6 percent. To-day 
we have ample gold reserves, part of which are held in 
the Exchange Equalisation Account against this very 
contingency of sudden large foreign withdrawals. Thus 
last May really provided striking proof of the efficiency of 
our modern monetary machine. 


The B.I.S. Report 
By H. V. Hodson 


HE annual report of the Bank for International 
Settlements is one among many expert reviews 
of economic and financial events in the past year. 
3ut it isa review froma unique and extremely interesting 
point of vision. The B.I.S. is the League of Nations of 
world finance, and just as the standpoint of Geneva on 
international politics is quite distinct from that of 
Westminster or Washington or of publicists like, say, 
Mr. J. A. Spender, so the standpoint of Basle on inter- 
national economics is quite distinct from that of London 
or New York or of economists like, say, Mr. J. M. Keynes 
While the standpoint is a corporate one, it is impossible 
completely to ignore the personal factor : the report for 
the year to March 31, 1938, is signed by Dr. J. W. Beyen, 
the President of the Bank, and his theoretical accent is 
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naturally different from that of Dr. Trip, who signed last 
year’s report. 

' Recognising, perhaps, that it is too much to hope that 
flurried bankers will study in detail a hundred quarto 
pages of sti itistics and _ historical ciel Dr. Beyen 
and his colleagues have inverted the logical order of the 
text, leading off with their general reflections on a passage 
of economic history which the later chapters narrate in 
full. Inevitably it is on those reflections rather than on 
the historical chapters that one must chiefly comment 
here, but it will be as well to restore the logical progression 
by first summarising very briefly the main features of 
twelve months’ economic history as seen with the eyes 
of Basle. 

The period began at the height of the commodity 
boom, and just before the gold scare, which the publication 
of the last B.I.S. report itself did something to excite. It 
was a period of almost continuous downward movement 
of commodity prices on international markets, a move- 
ment whose outstanding cause is indicated by the fact, 
to which the report draws attention, that prices in the 
United States dropped sooner and more precipitously 
than in any other great country. But the report assigns 
another cause, besides the American industrial slump, 
namely, the stimulus to output exerted by a level of 
prices generally far in excess of costs of production. 
Those in charge of international restriction schemes 
reversed their former policies, and the augmented supplies 
came on the market just at the moment when manu- 
facturers were heavily stocked through over-buying 
during the boom. World stocks of raw commodities, 
however, were not in this period menacingly high, as 
they had been in 1929—a year with which it is ‘impossible 
to refrain from comparing 1937. 

While the trend of prices was almost persistently 
downward in the year reviewed, other economic pheno- 
mena were neither uniform throughout the year nor 
wholly depressing. Thus exchange rates, with which the 
BLS. is specially concerned, remained remar kably stable. 
The French franc and certain South American currencies 
fell in external value, but exchange movements in the 
rest of the world remained within very narrow limits. 
It was the best year in this respect since the financial 
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crisis of 1931. Exchange stability was all the more 
notable in that the year witnessed the swing of a tre- 
mendous hot-money pendulum between the “gold scare’”’ 
in May and the “dollar scare’? in November. The 
de-hoarding of gold, which had begun after the devalua- 
tion of the gold bloc currencies in September, 1936, was 
continued in 1937, and in nine months it is estimated 
that some $1,000 millions of gold was de-hoarded, some 
$450 millions of it in the first half of 1937. Then the 
movement was reversed, and the net de- hoarding of gold 
over the whole year (outside the East) was only of the 
order of $250 millions to $300 millions. One cannot 
avoid the conclusion that the various exchange funds, 
with their neutralisation or sterilisation policies, rendered 
the world a great service by cushioning these violent 
movements, though it is also true that in a regime of 
legal exchange stability, in which the exchange funds 
would not exist, international movements of money 
would never assume such volume or violence. 

With exchange rates relatively stable, international 
trade was well maintained ; indeed, it went on expanding 
for the greater part of 1937, though this is partly ascribable 
to special reasons like imports of armament materials. 
A feature of world trade in 1937 was the continued 
enlargement of the debit balance of the creditor countries. 
The excess of imports over exports in the eight creditor 
nations (Belgium, France, Ireland, the Netherlands, 
Sweden, Switzerland, the United Kingdom and the 
United States) rose from $1,860 millions in 1934 to 
$2,783 millions in 1936, and to $3,137 millions in 1937. 
Part of this was offset by increased shipping earnings and 
higher dividends on foreign investments, but a larger 
net balance undoubtedly accrued to the debtor countries 
asa whole. The report records the continued repayment 
of international indebtedness, both short and long, or 
conversion to lower rates of interest by market issues or 
agreement with the creditors. With this phenomenon is 
associated another important feature of present-day 
international long-term finance, namely, the increasing 
proportion of “direct” investments and equity shares 
in the creditors’ total assets abroad. This fact is all the 
more notable in that it is the reverse of what has been 
happening in internal capital markets; for there, in 
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spite of the continuance of almost universal cheap money 
which the B.I.S. is able to record, governments and 
public authorities have been of late the chief borrowers. 

The failure of governmental “ reflation”’ to set in 
motion a sufficient self-sustaining flow of private invest- 
ment and expenditure is one of the themes on which the 
report expatiates in its opening analytical chapter. 


‘“When business activity was high and govern- 
rent action slackened there appeared to be insuffi- 
cient impetus in ordinary private activity to carry 
on the forward movement; business receded imme- 
diately the stimulating effect of government action 
wren ed down. In the U nited States, for example, the 
government is now confronted with the problem of 
counteracting a decline in business activity before 
conditions had been such that it had entirely 
reversed its previous policy of expansionist measures. 
‘“‘ The recovery in the past few years in the United 
States was not in fact marked by a large develop- 
ment of new investment in capital equipment. 
There was a better use of productive capacity 
already existing but no widespread increase of 
capacity. This seems to prove the correctness of 
the assumption that only a rise in the rate of new 
investment can provide a more durable basis for 
an upswing in business activity. The mere stimu- 
lation of consumption by government expenditure 
or—as in France—by suddenly improving labour 
conditions does not provide business activity with 
this basis. It may stimulate when it is introduced, 
but it does not awaken the more normal and 
permanent motive forces, and if it puts too heavy 
burden upon production the ultimate effect may 
even be the reverse of that intended.” 





Part of the explanation of the failure of private 
investment to respond to “‘ pump-priming ”’ is suggested 
in an earlier paragraph. The public in the most highly 
developed countries is ‘‘ stock exchange minded,” and the 
influence of changes in stock exchange sentiment—that is 
to say, valuation of securities on a more or less hopeful 
view of the future prospects for dividends—in many 
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countries *‘ probably outweighs the influence of govern- 
ment investment orders.” 

At the same time, the report points out that the boom 
and recession that we have witnessed during the past 
year or so have not been marked by that excessive 
speculative investment, based on bank credit, which 
characterised the boom of 1929. The liquidation of 
private debtors may take an unconscionable time, 
whereas the bankruptcy of industrial concerns is sharp 
and salutary, giving a firm basis for subsequent recovery, 
instead of continuing to delay it. This doctrine of 
economic blood-letting grates a little harshly on ears 
accustomed nowadays to more paterné alistic economic 
theory, but it is hard to cavil at the report’s conclusion 
that the world has to-day no reason to apprehend a 
financial crisis like that of 1931. Banking systems are 
stronger, and the international debt position has been 
greatly alleviated, both by repayments and by the fall 
in the proportion bearing fixed interest. Whether hire- 
purchase finance, which is bound to amplify the oscillation 
from boom to slump, is now on a larger scale than in 1929 
is a question that the report does not tackle, though it 
does make reference to this disturbing factor. 

Apart from the financial debacle, which so long 
postponed recovery, the collapse of 1929 was the more 
severe in that an agricultural depression coincided with 
an industrial setback coming after some years of rapid 
expansion. The agricultural position is always precarious, 
since it depends so largely on weather conditions in a 
few countries, but there is to-day no immediate prospect 
of a glut, and “in any case, the accumulated stocks of 
agricultural products are now smaller than when the 
depression began in 1929.’ 

These are the main items of comfort that the B.LS. 
report draws from its comparison of 1937-38 with 1929-30. 
Other commentators might perhaps hav e counted ex- 
change flexibility as a relativ e adv antage, at least because 

‘he that is down cannot fall,” and more constructively 
on the ground that the capacity of the chief currencies 
to move relatively to each other, under the control of 
bufier funds, prevents such sudden snapping of a rigid 
structure as occurred in 1931 and the following years. 
But Dr. Beyen and the B.I.S. take a more austere 
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viewpoint, the viewpoint that parallels that of Geneva 
on collective security. 

‘‘ The slogan of national monetary independence, 
by which is meant freedom to alter exchange 
parities, may prove dangerous. The freedom it 
seems to give is often fallacious. It cannot break 
the inevitable interdependence of modern countries. 
And the instability it creates may frustrate the 
effects of the best-planned government action by 
preventing available capital from looking for invest- 
ment in new productive enterprise.” 

This stricture on exchange instability falls in a 
paragraph on government economic action, in which the 
B.L.S. seeks to assert some of the eternal verities of world 
economics. 

‘It is to be hoped that the fact will not be over- 
looked that the main incentive to recovery over 
wide areas of the world is still the expectation of a 
sufficient margin of profit during a sufficiently 
long period. Investment in new capital is not 
only the more durable basis of an economic activity 
that makes the factors of production, including 
labour, employable at a satisfactory level—a basis 
which, as experience has proved, can be neither 
replaced nor built up by simply stimulating con- 
sumption—it is also the only way of improving the 
general welfare of the world. The immediate 
necessity of fighting unemployment may induce 
governments to ignore the fact that, though it 
may be better to extend employment, even with- 
out increasing the production of wealth, rather 
than doom a major part of the population to the 
curse of idleness, the ultimate aim must be to employ 
the factors of production for the improvement of 
the economic situation of the world at large.” 

This is counsel of perfection. Until there is inter- 
national government, each country will be responsible 
for facing its own economic problems, though in greater 
or less degree it will realise that they cannot be solved 
without international collaboration. It will be interested 
in ‘‘ employing the factors of production for the improve- 
ment of the economic situation of the world at large ”’ 
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only in so far as it sees its own internal economic welfare 
bound up with that of the world at large. This limitation 
of national vision is not simply an error to be exorcised 
by argument, but a necessary reflection of the fact that 
the machinery of public action is almost exclusively 
national in scope. There is yet no international govern- 
ment to tax, to spend, to control and direct economic 
progress, and to accept reponsibility to a body of electors 
for dealing with the economic troubles that may assail 
them. Nor is it a passing qualification of more basic 
truth that “it may be better to extend employment, 
even without increasing the production of wealth, r ather 
than doom a major part of the population to the curse of 
idleness ’’. Granted the social outlook of our time, this 
is permanently sound: politico-economic doc trine—though 
no one would deny that it would be preferable to increase 
the production of wealth along with the volume of 
employment if possible. 

It is in such passages that the peculiar point of view 
of Basle most plainly expresses itself. The B.I.S.— 
like the League of Nations in the political sphere—looks 
out upon a naughty world, not past redemption, but 
worthy of reproof. Its warnings are to be carefully 
heeded, but sometimes with a pinch of that spirit of 
rough-and-ready compromise which enables men and 
nations to live together, not in perfect amity or unspotted 
justice, but in tolerable political and economic comfort. 
Only when international institutions are able to over- 
ride national sovereignty will a more perfect order be 
possible. Of international institutions of a less ambitious 
kind the Bank for International Settlements is a very 
important and hardy example. 





Germany and Europe 
By W. G. J. Knop 
‘Ts substantial increase in military and economic 


strength which the annexation of Austria has 
meant to Germany has placed the Third Reich in 
a position which, for better or for worse, has made it the 
determining political factor in Europe. As a result, 
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Germany’s neighbours, this country included, are pre- 
sented with the choice of either pursuing a policy still 
more dynamic than that of Nazi Germany, a prospect 
scarcely tempting to anybody, or of endeavouring not to 
lose step with the pace set by her. 

The solution of the political problems which at present 
are poisoning the European atmosphere, chief among them 
Czechoslovakia and Spain, lies in Berlin; for Rome, 
since the Brenner has become Greater Germany’s frontier, 
has definitely become the lighter end of the axis. More- 
over, Germany is unquestionably the leader in the inter- 
national armaments race. A remarkable illustration of 
how general the realisation of this fact has become, was 
provided by the recent air debates in the House of 
Commons, when the only international comparison made 
was with the German force. Similarly all Continental 
neighbours of the Reich accelerate their rearmament by 
the pace set by the Nazis. 

In other words the strength of Britain and any other 
European country can be measured only in relation to 
Germany. Every fact, therefore, which either tends to 
increase or to diminish the sum total of Germany’s 
potential military strength is a matter of first class 
importance to the world. The international barometer 
of peace and war is here a very simple one. It is falling 
when Germany’s economic and political power increases. 
It shows a brighter prospect when Germany is faced 
with difficulties. 

To state this so bluntly may sound unduly pessimistic 
and cynical. Yet it is only a statement of fact—for the 
whole political philosophy of National Socialism is based 
on the belief that strength must be used to create greater 
power ; and power in the Nazi dictionary means territorial 
expansion. 

A clear picture of Germany’s strength and of her 
weaknesses is an essential prerequisite of any serious 
estimate of world political prospects. The difficulty in 
obtaining it, however, lies in the constant appearance of 
new factors which either obscure or even change the major 
trend. That is particularly the case at the present 
moment. We are witnessing in Germany a conflict of 
various influences whose effects on her economic and 
military strength are diametrically opposed. 
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Looking back over the five years that Herr Hitler 
has been in power, it is as undeniable that Germany’s 
strength has risen immensely as it is true that the 
international situation has become proportionately more 
dangerous. To some extent the factors which have 
produc ed Herr Hitler’s phenomenal success are of his own 
making. To decide on an almost unlimited credit expan- 
sion in a country with relatively little raw material 
resources and a limited reserve of gold and _ foreign 
exchange was bold enough. Bolder still was the answer 
of Herr Hitler and his friends that ‘‘ somehow we shall 
find a way out ’’—given to Dr. Schacht when the latter, 
early in 1934, forec ast the possibilities of a serious raw 

material dilemma if the policy of credit expansion were 
continued on a considerable scale. 

Herr Hitler’s optimism has been justified. On the 
one hand he was lucky in that the world economic 
revival and the consequent recovery of Germany’s export 
trade coincided with the need for large raw material 
imports. Had it not been for this unexpectedly substan- 
tial expansion of Germany’s exports, Nazi rearmament 
could never have assumed its actual proportions. 

Even so, in spite of the large devisen revenue from 
foreign trade, tourist traffic and shipping, Germany’s 
reserves of gold, foreign exchange and foreign assets 
convertible into devisen shrink steadily. In the second 
half of 1937, moreover, the military authorities began 
laying in considerable war-time stores of food stuffs, 
metals, textile fibres, etc., which still further accentuated 
the drain on the gold and foreign exchange reserves. 

The annexation of Austria with one stroke removed 
all anxieties about the aggravation of the exchange 
position. According to the latest figures available, the 
Reichsbank has been able to lay hands on a total of 
£120,000,000 of Austrian gold, foreign exchange and 
investments abroad—nearly double as much as was 
expected. It seemed, therefore, that for some time to come 
the Nazi Government would be well supplied with 
exchange with which to finance its raw material and food 
stuffs imports. Together with the tremendous increase in 
the internal strength of the Nazi regime caused by the 
Anschluss and its strategic significance—economic gains 
have helped to establish the months of March, April, 
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and May, 1938, as the high points of strength in Germany’s 
post war history. ks 

But while the Austrian annexation brought Nazi 
Germany immediate consolidation, a new adverse factor 
is making itself felt which may more than cancel the 
economic gains of the Amschluss. Mainly as a result of 
the decline in world economic activity, Germany’s export 
trade since the beginning of the year has fallen sub- 
stantially. In the first four months of 1938 it amounted 
to Rm. 1,782,000,000 as compared with Rm. 2,123,000,000 
during the last four months of 1937. In the beginning of 
1937 and at the end of 1936, the corresponding figures 
were Rm. 1,775,000,000 and Rm. 1,723,000,000. Thus 
whereas during the first four months of last year exports 
were several per cent. higher than in the preceding four 
months, this year they were some I5 per cent. below the 
figures of the last few months of 1937. On the other hand 
imports have remained high this year, with the result 
that Germany’s favourable balance of trade, amounting to 
Rm. 206,000,000 during the first four months of 1937, 
has turned into an adverse balance of Rm. 45,000,000. 
The deterioration is indeed striking. 

It is, of course, still too early to say whether the 
adverse trend will continue at its present strength. 
But there is every likelihood that it will do so. 
Germany, in fact, stands a good chance in the course 
of the current year of losing more of her export trade 
than most other exporting countries. In the last four 
years of intensive rearmament and autarchy German 
industry has been so overburdened with work on the one 
hand and so short of important raw materials and skilled 
labour on the other, that the quality of the average 
industrial product could not but suffer severely. 

Two years, or even one year ago, when the deteriora- 
tion in the quality of German goods was noticed abroad, 
the immediate effect on Germany’s export trade was 
relatively slight, for competition on the world market 
was not very severe and in some cases such as machine 
tools it was entirely absent. As soon as trade conditions 
became more difficult, however, the reduced quality of 
German goods was bound to make itself felt and will 
doubtless continue to do so in the near future. 

Another adverse influence on Germany’s foreign trade 

Y 
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is more of a political nature, namely the very outspoken 
deterioration of relations between the Third Reich and 
the two Americas. The people of the United States have 
never — n anything but aversion towards Nazi Ger- 


many. Since the invasion of Austria, however, anti- Nazi 
fee ling i in the States has risen to a higher pitch than at any 
time since 1933. It has, moreover, found repeated 


expression in the attitude of official circles towards the 
Reich, as in the case of the Home Secretary’s refusal 
to sanction the export to Germany of he lium gas, the 
prompt reprisals taken against the debt def fault of a 
German company and the diplomatic protest against 
the latest anti- Jewish measures threatening foreign as well 
as German Jews with expropriation. 

In the circumstances it was inevitable that Germany’s 
exports to the U.S.A. should sufier. More important 
still, however, is the German complaint (in which there 
is undoubtedly some truth) that U.S. business and 
official circles are bringing pressure to bear on a number of 
South American states, to relinquish at least some of their 
close commercial connections with Germany. South 
America, it will be remembered, with the help of the 
ingenious Aski mark devices, with bribery and un- 
stinted propaganda, has been turned into Germany’s 
most profitable market. Yet not content with their 
economic penetration of the South American continent, 
the Nazis have also taken a special interest in the political 
life of some of the Republics. 

At first the German population in South America, 
which is very considerable, was subjected to intense Nazi 
agitation, coupled with terrorism and later these activities 
included the support of native Fascist movements. 

In Brazil, where the presence of a large German 
population made the Nazi agitation especially serious, the 
abortive rising of the Integralists has been followed by 
strict measures against Nazi activities. Similarly the 
Argentine Government has seen itself compelled to take 
steps against German propag yanda. Not unnaturally 
therefore, the German authorities are apprehensive lest 
political causes should contribute to the decline of 
German exports to South America, as they have already 
done in the United States. 

In every way the prospects of Germany’s export 
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trade are fraught with difficulty. At the same time 
Germany’s raw material requirements will certainly not 
fall below the present level. Moreover, Austria’s balance 
of payments, which used to be favourable, will in future 
show a substantial deficit—partly because her export 
and tourist trades are falling off, and partly because 
the huge rearmament and capital development programme 
embarked upon by the Nazis will necessitate a heavy 
increase in imports. Finally, Germany’s own tourist 
trade, for the first time since 1933, has this year shown 
a decline. All these factors taken together leave no 
doubt that the drain on Greater Germany’s gold and 
devisen reserves will be a very heavy one. 

From this several important considerations emerge. 
In the first instance, Germany must be expected to make 
special efiorts to export her goods at all costs. Already 
numerous instances of German dumping methods have 
been brought to the notice of the British public, and, 
unless they are prevented by appropriate counter- 
measures, Many more examples are certain to follow. 

Among the various methods of export subsidisation 
at present employed by the German authorities the most 
important and efficient is that of subsidisation through 
the export bounty fund. The fund was started on 
July Ist, 1935. At first it was entirely drawn from 
German industry, by means of a “ voluntary” levy 
ranging from 2 to 14 per cent. of the turnover of various 
branches. In the second half of 1935 nearly {24,000,000 
was spent out of the proceeds of the fund for export 
subsidisation purposes. As a result, the downward trend 
in Germany’s exports was arrested. The full weight of 
the fund was felt in 1936, when the sum of £81,000,000 
was devoted to compensating German exporters. 

In the autumn of 1936 it was decided to establish 
the fund as a permanent institution and at the same time 
to reduce the contribution burden of industry by extend- 
ing the levy to agriculture and commerce by making a 
supplementary grant out of Reich revenue receipts. 
Also, the profits made by the Gold Discount Bank and 
repurchases of depreciated German bonds were made 
available for the fund. Since then, the fund has been 
fixed at {79,000,000 per annum. Contributions to it are 
as follows. 
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£ 
Industry pes ve an 37,000,000 
Commerce ons —_ ae 14,000,000 
Gold Discount Bank ... sips 10,000,000 
Agriculture... aa i 9,000,000 
Reich Government ... had 9,000,000 
Total _ ne ..»  £79,000,000 


The relatively favourable world trade position last 
year rendered superfluous the full use of the fund’s 
resources. In all approximately £65,000,000 was spent, 
which means that for the current year the sum available 
is over £90,000,000. The danger which the existence of 
such a vast dumping fund represents to the industries 
of other countries is obvious. 

After using the weapon of export subsidisation, the 
German Government may be expected to try to obtain 
relief in its devisen position by cutting down still further 
the transfer on its foreign indebtedness, including that 
of Austria. As for the latter, the firm attitude taken by 
the British Government seems to have assured at least 
the service of the two guaranteed issues and probably 
also of the 7 per cent. loan. Moreover, the threat of a 
clearing agreement, previously employed with the fullest 
success, should suffice to dispose quickly of any hopes 
which the Nazi authorities may cherish on this subject. 

A more difficult task than agreement on the debt 
service is likely to be the general readjustment of Anglo- 
German trade relations which is now the subject of 
negotiations. The question of German dumping alone is 
one which requires a good deal of plain speaking on the 
part of the British negotiators. In addition, the existing 
Anglo-German Payments Agreement is in urgent need 
of revision. Under the agreement 55 per cent. of the 
proceeds of German exports to this country are ear- 
marked for the purchase of specified lines of British goods. 
The remainder, Germany can spend as she likes. 

With her usual ability, shown elsewhere in the 
Balkans and South America, for turning any trade agree- 
ment that is not absolutely watertight to the disadvantage 
of her partner, Germany has immensely benefited from the 
Anglo-German Payments Agreement. During the past 
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year her exports to Britain amounted to approximately 
£35,000,000, whereas her imports from Britain amounted 
to only £24,500,000. 

These figures become even more unsatisfactory when 
the ratio of raw materials and semi-manufactured goods 
to finished goods is considered. Thus Great Britain 
bought German finished goods to the value of over 
£20, 600, 000 against German purchases of British finished 
goods of only £2,000,000. In other words, by buying 
German goods Great Britain is enabling Germany to 
supply herself with raw materials—a transaction which 
in more than one sense runs contrary to the interests 
of this country. 

Again, as in the case of the German debt service, 
Britain has an extremely effective weapon with which to 
support her argument—the exchange clearing threat. A 
clearing would leave Germany no free sterling surplus 
whatsoever. In their own interest, therefore, the Germans 
if faced with the alternative would prefer to make 
extensive concessions to Britain and retain a certain 
amount of free sterling, rather than lose everything 
through a clearing. 

To sum up, it is clear that the extent to which 
Germany’s export trade will decline during the next six 
months is a question of first class political significance. 
Germany’s chief military weakness to-day lies in the 
relative smallness of her raw material and foodstuff 
reserves. Without filling these up on a very much bigger 
scale, Germany cannot regard her military preparations 
as complete. 

Three months ago the Nazi authorities were confident 
that they could use the Austrian gold and devisen 
reserves for the purpose of laying in their stocks. As 
things are at present, the Austrian booty will have to be 
kept in reserve to meet the current deficit of the balance 
of payments. To that extent the change in the fortunes 
of Germany’s foreign trade has already had results which 
from the point of view of keeping the peace of Europe can 
only be regarded as satisfactory. 
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Theoretical Parity of Exchange 


By W. W. Syrett 
‘Tv Purchasing Power Parity theory is such a con- 


venient explanation of the long-term tendency of 

exchange rates, that it is a pity that, from the view- 
point of simplicity of illustration, the rates quoted at any 
given time do not more often c oincide with the arithmetical 
ratio between price levels. So many factors go together 
to produce both prices of commodities and exchange rates, 
that it is hardly to be expected that several variables 
which are constantly in a state of flux should ever pro- 
duce a set of figures which satisfy the conditions antici- 
pated from general theoretical argument, at any moment 
of time. However, although P. P. P. may be—as Doctor 
E inzig says—'‘ A vague and by no means easily definable 
ratio,’ the theory well repays examination, re-study and 
expansion in the light of other theories. 

The approach via the arithmetical ratio between two 
sets of index numbers leaves much to be desired; in other 
words it not only does not produce a result anywhere near 
the ruling rate of exchange (except, perhaps, by a series of 
fortuitous accidents) but so over-simplified an explana- 
tion, even on theoretical grounds, is to be deprecated in 
that it does not give sufficient prominence to the many 
inter-related factors. 

There are times when a deliberate inflation produces 
an anticipatory rise in prices, which merely recede again 
when business fails to respond to the impetus : an ill-timed 
expansion of the volume of money during a depression 
merely results in a decreased velocity of circulation, but 
it would probably cause a temporary rise in market prices 
of speculative commodities and thus affect the level of 
wholesale prices. An involuntary deflation (due to unfore- 
seen repercussions of Exchange Equalisation operations, 
for example), might occur at the same time as a rise in 
prices, the situation being balanced by a greater velocity 
or an adjustment of bank ratios. In these and other 
cases, the domestic measures of the value of money can 
vary in apparent contradiction to exchange rates. 

That the mere physical volume of cash (bank-notes 
and coin) in issue at any one time in a country determines 
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neither the price level nor the exchange rates with other 
currencies is so self-evident as to be axiomatic: but 
if allowance is made for the volume of credit, it has 
been suggested that the prime determinates have been 
discovered. One over-easy method of arriving at a 
theoretical parity between two currencies is to compare 
the total volumes of all money (cash and credit) out- 
standing in the two countries. Using the terms of the 
Irving Fisher equation,* this might be put algebraically, 
as follows : 

M* 


M’ 


in which M* = multiplier for cash and credit in country 
using currency “A” 
M® = multiplier for cash and credit in country 
using currency “ B” 
and K = exchange rate at some base date of assumed 
normality, possibly the mint par of 
some gold-standard period. 


Thus if the mint par had been 100A = 1B at the base 
date, and both countries had inflated both cash and credit 
—A to four times and B to twice the former total volume 
—the rate of exchange would be expected to be 200A = 
1B when a fair degree of stability of price levels had 
emerged. 

This is only plausible if we assume that the psycho- 
logical factor has also been properly allowed for, Le. 
that the change in habits and disposition of the peoples 
is uniform in both countries during the period of increases 
in volumes of ‘‘ Money.”” The term “ Habit ”’ is here 
used in the sense of long-term fixity, whilst “ Disposition ” 
is taken to mean immediate reaction to changes in 
circumstances of the present and anticipations of the 
tuture. 

In point of fact, the sub-division of general “‘ Money ” 
into “Cash” and ‘Credit’’ only is itself an over- 
simplification : allowance must be made for saving and 
investment (in the ordinary sense of those terms) in order 
to complete the picture of money in any particular 


Rate of exchange between A & B = x K 








*PT—=MV-+ MV} , where > an price ‘Te vel, T = volume of tr: ide, 
M = volume of c ash and V its velocity of circulation, M? = volume ot 
money substitutes and V? their velocity. 
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country. Cash in the form of gold and silver coin may 
be effective cash in the hands of a shop-keeper in his 
capacity as a trader, but if he or his customer puts them 
into hoard they are no longer available to perform the 
work of money. Credit, in the form of a bank-balance, 
might under some circumstances be regarded as “‘ Cash’’: 
in other circumstances the owner may regard it as 
“ Savings’ whilst in yet other circumstances it is used 
asa hedge against a fall in prices of commodities. There 
is, in fact, in any country, a constant inter-change of 
form and volume between cash and credit and between 
cash, credit, saving and investment, if due allowance is 
made for the intention of the owner. Moreover, the 
relative gain which credit obtains from cash when dis- 
hoarding takes place is not merely a case of “ Plus and 
Minus,”’ because an increase in banker’s till money may 
be made the basis for a much greater increase in credit : 
not only is this so, but the proportion of bankers’ cash 
to deposits varies in different countries. 

An exchange of cash (or a cheque drawn against a 
deposit) for goods of any kind carries on trade by one 
step prov iding the intention of the buyer of the goods is 
to manufacture or otherwise consume them. But if the 
intention is merely to hold the goods as a gamble (ie. 

‘ Hedge ”’ against a relative fall i in the v value of aad 
the ultimate effect when the transaction has been undone 
by re-sale, is negligible from the point of view of trade. 
The double turnover means that a certain sum of money 
has been spent approximately twice over without placing 
the goods any closer to the final consumer. If such 
turnover could be ruled out from calculations of total 
money-work, then total money in use multiplied by 
velocity of circulation is an intelligible and valuable 
concept. 

3efore, however, the Irving-Fisher MV plus M'V! for 
any country is brought into relation with similar cyphers 
for other countries, in order to determine the anticipated 
theoretical parity of exchange which might be expected to 
coincide with the actual rate at any point of time, the 
following reservations must be made :— 

(a) Hoarded cash must not be included in “ Money,” 
because it is not effectively at work; 

(b) Purchases of goods and bullion must be for con- 
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sumption unless they are paid for by the buyer during the 
period of time for which the surv ey is made, and thus 
affect the price level ; 

(c) Velocity of circulation must not include exchanges 
from one kind of money into another, except in so far as 
an increase in bankers holdings of cash become multiplied 
into a larger nominal volume of credit, and thus affect 
the price fev el; 

(d) Monetary turnover in purely financial transactions 
must be eliminated. Thus if a bill of exc hange is dis- 
counted with a bill broker, re-discounted with a bank and 
then finally presented to the acceptor and paid by him, 
the turnover is three times the trade payment, which is 
facilitated by the bill market and banking machinery. 

Even if these reservations are granted, other habits 
and dispositions of peoples are factors of unknown degree 
when the volume and use of money in one country are 
related to conditions in another. Hoarders in one 
country, in modern conditions, often favour the currency 
of others as a medium for their hedge against an antici- 
pated depreciation of their own: to some extent, their 
actions are off-set in effect by the operations of Exchange 
Equilisation Funds, but the measure of off-setting never 
exactly coincides with the transfer of ‘ Hot Money.” 
Moreover, the hoarded foreign money is available as a 
more stable price-measure than the home currency and 
so may be exchanged for goods in its adopted country, as 
were U.S. banknotes in ‘Germany, Poland and various 
countries of Central Europe during and after the great 
inflation. Bank of England notes and cheques in sterling 
on British banks have been used to pay for home goods 
and services in France, not only by tourists in whose 
hands they are “‘ legitimately” used, but also by French- 
men themselves. 

If the reservations are allowed for, then volume of 
cash multiplied by velocity, plus volume of credit multi- 
plied by its own velocity, are a compound determinant of 
price level, and a comparison of the resultant figures for 
two countries should give the theoretical parity of 
present exchange when allowance has been made for the 
rate ruling at a prior ‘‘ Normal date’’. When a currency 
is performing its function of facilitating the exchange of 
goods and/or services, for goods and/or services, a com- 








262 THE BANKER 


— 


parison on these lines with a foreign unit which is be- 
having equally normally provides a par against which the 
phenomens 1 of over- and under-valuation should become 
conspicuous in circumstances which are examined later. 

When monetary policy in a country dictates inflation 
or deflation with a view to raising or lowering prices, the 
effect of depreciation or appreciation respectively at 
home and on the exchanges may or may not follow. 
Quite apart from the possibilities mentioned in my 
second paragraph, the main line of action pursued may 
lie in the direction of varying interest rates and, or 
operating on the volume of credit by means of ‘ ‘ Open 
market ” operations. When the absence of monetary 
control causes a flight from the currency, interest rates 
rise. The ratio derived from Irving-Fisher (examined 
above) is, for the purpose of the present study, deficient 
in that it does not allow for the influence exerted by the 
monetary control. 

Mr. J. M. Keynes, in the third chapter of his “ Tract 
on Monetary Reform ”’ provides an alternative formula 
in which he relates the factors affecting price level to 
the level itself. His extended form does not include a 
direct cypher for the velocity factor, but it incorporates 
one which Irving-Fisher ignores, namely “7”. This 
equation reads :— 

n = p(K + rK) where » = currency notes or other forms of cash in 
circulation with the public; 

p = price of a consumption unit (a “‘ weighted ” 

collection of standard articles of con- 

sumption or other objects of expendi- 


ture) ; 

K = number of such units over which the 
public require to hold cash; 

K!= further purchasing power available with 
banks against cheques ; 

y = ratio of the bank cash (till money and 
balances with Central Bank) against 
potential liabilities (K*) to the public. 


By reversing the terms of this equation we get 


== : -, and Mr. Keynes goes on to explain that 
K + 7K 

bank rate is a method of stabilising the interchange- 

ability of K with K?. If K! tends to increase, this can be 

somewhat counteracted by lowering bank-rate, and vice 
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versa. It is not proposed to give the full arguments 
since they are so readily av ailable i in the Tract. 

The purpose of reproducing the above equation is to 
relate conditions in any two countries in the following 
manner :— 


n 
iii——fter Country A 





K + rk? theoretical par of exchange between the 
ape enenenreaennnees - two countries, in the form of a number 

Kaki for Country B of A units to 1 of B. 

N37 7K 


This is a much more valuable ratio than 
Price level in A 


Price level in B” 


because the former assumes more directly intelligible 
terms when changes in the various factors are to be 
considered; it is not necessary first to estimate the 
effect of changes in the price level in order to see the 
effect on the exchange. It should be apparent from this 
ratio that (assuming throughout that all factors in country 
B remain unchanged). 

(i) An increase in the volume of money “2” in 
country A, without an improvement in trade, should mean 
that more of their units will exchange for one of B; 

(ii) An increase of (say) Io per cent. in “ 2’’, accom- 
panied by an increase in trade turnover to the same 
extent should cause no variation in the rate of exchange: 

(iii) An improvement in trade which is accompa nied 
by something less than a proportionate increase in “ #”’ 
should produce an appreciation in A’s currency in terms 
of B’s (less A units to one of B).: 

hy Central bank operations can affect e and 

” directly, and “ K, K?” indirectly. If “7” is in- 
mma in A, then A’s currency should inten but 
if it is decreased the currency should depreciate. 

These, and the many other changes in the factors 
which might occur, tend to cause certain things to happen, 
which tendencies can be predicted from the ratio of 
cyphers without the necessity for passing through the 
intermediate stage of determining the change in price 
level. 

Mr. Keynes’ quantity theory equation suffers, equally 
with that of Irving Fisher, in that his volume-of- -money 
factor must be adjusted before it has any real meaning in 
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concrete figures (e.g. unless allowance is made for hoard- 
ing “2” would often appear to be too large, whilst if 
foreign notes are also in use, it would appear to be too 
small). The use of his cy phers avoids the necessity for 
the other corrective adjustment—in respect of velocity _ 
and has the advantage that it allows for the v variations in 
the factors which arise from Central Bank control of the 
monetary system. 

The formula for theoretical parity derived from the 
‘Real Balances ’’ quantity equation incorporates, neces- 
sarily, the fault which Mr. Keynes has to find with it in 
Chapter 14 of his “ Treatise on Money ”’; it relies on the 
assumption that the units relative to its arguments are 
consumption units. In other words it does not allow for 
the fact that cash balances are actually held “for a vast 
multiplicity of business and personal purposes,’’ and the 
theoretical parity in these terms is far from perfect in 
much the same manner as the parity in Irving-Fisher 
cyphers. 

Nevertheless, my “ Real Balances” parity can be 
used to demonstrate the causes of under- and over-valua- 
tion: for if ‘2’ in country A is increased without an 
immediate corresponding oe in the home price level 
p ; KL 7K for A 


F n = 
p Ka 7Ki for B 

Thus a response in the exchange rate which precedes 
the rise in prices causes A’s currency to be undervalued, or 
(what comes to the same thing) ‘B’s currency becomes 
overvalued. Similarly, any change in K +4 vK! due toa 
fall in bank-rate or an increase in velocity or any other 
— factor of change in the habits or dispositions 

A’s population, which does not immediately cause a 
wile ose rise in prices, results in undervaluation of 
their currency and a corresponding overvaluation of B’s 
money. 

Any change which results in a depreciation of A’s units 
on the exchanges before the price level is adjusted, owing 
to the anticipatory operations of export of home capital 
or selling by foreign speculators, causes A’s currency to 
become undervalued, and vice versa. 
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Generally speaking, any variation in magnitude of a 
factor which causes the right-hand side of the equation of 
theoretical parity to increase or the left-hand side to 
decrease tends to reflect an undervaluation of A’s currency 
units, and the same effect results if the actual number of 
A’s units obtainable for one of B’s is greater than the 
parity formula would lead one to expect. 

It is not pretended that this study is by any means 
exhaustive ; there are, for example, many other equations 
which relate monetary factors that could be incorporated 
in ratios of theoretical parity, and some of them (par- 
ticularly those of the Treatise) do much to overcome the 
drawbacks to the simpler forms used here. The line of 
thought which I have so briefly followed might well be 
carried further in an effort to trace the effects of Exchange 
Equalisation, Totalitarian Isolation, de facto stablilisation 
at uneconomic levels, or in an effort to assess the value of 
stabilisation at a parity of export price-level rather than 
at one based on a cost of living index. These and other 
similar matters have yet to be explored by relating the 
price-level determinants in different countries rather than 
by comparisons of their price-levels. 





The Cheque System 
By D. H. P. Cannon, Cert. A.I.B. 


HE use of cheques as a means of settling debts is so 
T mucha matter of habit both in private and in busi- 
ness life in this country that one is apt to accept it as 
an essential feature of our banking system and to shrink 
from contemplating any radical change. If it were a fact 
that the cheque fulfilled its functions as a means of 
settlement with the maximum speed and the minimum 
cost there would be no justification for any movement 
to set up a new system. But it may well be doubted 
whether cheques are so efficient as is often assumed. 
There must comparatively recently have been some doubt 
at least in the minds of those best qualified to judge, 
otherwise the Traders’ Payment system would never have 
been given a trial. 
From all accounts the competing system has proved 
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unpopular. If one is to judge by the extent to which it 
has been adopted, it is a failure. Criticisms are heard 
from customers who have considered adopting it, or have 
actually given it a trial, from auditors who have 
encountered it in the process of their professional duties, 
and from the banks themselves—who tend to regard it 
as an unnecessary complication introduced into their 
traditional activities. It is possible that the Traders’ 
Payment system has not had a fair trial, or that it was 
introduced without sufficient preparation; but in any 
case the very fact that it has been tried proves that there 

must have existed quite a strong feeling that the use of 
cheques entailed unnecessary clerical ‘labour or other 
expense, or that it was too slow, or that it entailed undue 
risk. 

Conditions have of course altered since the time when 
cheques were first introduced. Originally they were 
intended to provide a transferable means of payment as an 
alternative to the use of bank notes. That function they 
have fulfilled and still fulfil admirably. To-day, however, 
only a tiny minority of the cheques issued are intended to 
be transferred. Practically all business payments, and 
almost as large a proportion of private payments, are 
made by cheques that will be paid direct into the payee’s 
banking account. Yet to handle these cheques it is 
necessary to employ the same lengthy and complicated 
machinery of collection and payment as is used for cheques 
that are negotiated. 

From time to time estimates have been made of the 
cost involved in paying and collecting a single cheque. 
But as the banks have no reliable system of costing it is 
probable that these figures have been little more than 
guesswork. An examination of the processes involved in 
the issue and discharge of a single cheque reveals 
surprisingly what an enormous amount of work is 
involved. 

First there is the actual drawing. In most cases this 
is still done by hand. Each cheque has to be written out, 
or if it is typed there is a need for some method of 
protection against alteration. Some of the larger concerns 
are using lithographed signatures; but it is well known 
that these are not favoured by the banks, and probably 
their objections are justified. Most customers still have 
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their cheques in book form, and although some have their 
cheques on separate forms, the supply of cheques in 
‘continuous ’’ form is practically unknown, whereas in 
other branches of office work, such as invoicing, contin- 
uous stationery is becoming the order of the day. Most 
customers then, still write out their cheques and counter- 
foils separately on paper which has to be printed at 
considerable cost to prevent alterations. And before the 
cheques are sent out, they have to be separately signed, 
by hand. 

Next the cheques have to be posted off to the payees, 
involving more clerical work and further expense in the 
shape of | postage and envelopes. When the cheques reach 
the payee they have to be checked not only as to the 
amount but also to see that the payee’s name is correctly 
designated. Next there is the troublesome business of 
indorsing ach cheque separately, and of crossing those 
that are not already so marked, before they are ready to 
be paid in. 

At this stage many up-to-date businesses are nowadays 
eliminating some of the clerical work by preparing 
receipts, posting-slips and cash-book in a single machine 
operation. Some have endeavoured to go further by 
preparing a Pay-In Sheet in the same operation, but there 
are real difficulties in this arrangement, so that in most 
cases yet a further clerical operation is necessary to 
provide the bank with its details of items paid in. 

The next stage is looked after by the bank, and is 
perhaps the most onerous of all. A minute examination 
of each cheque must be made by the bank if it is to be 
safe from subsequent loss. There is no need here to detail 
the nature of the scrutiny that has been declared by the 
Courts to be necessary; but it is fairly widely admitted 
that under modern conditions the banks cannot practic- 
ably fulfil their duties to the letter. Nevertheless, a fairly 
careful examination must be made, despite the fact 
already noted, that most of the cheques are being paid 
direct into the payee’s account. 

There follows the routine of clearing: listing by the 
receiving branch, followed by listing at Head Office, 
further listing for the In- Clearing of the drawee bank, and 
finally listing for the drawee branch. With this Clearing 
process little fault can be found, for it handles a tre- 
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mendous task with great speed and accuracy. It may, 
however, be noted that the several lengthy processes of 
sorting involved in the Clearing must obviously be slowed 
up considerably by reason of ‘the absurd variety in the 
shapes and sizes of the documents to be handled. Givena 
system in which a document of standard size were used 
throughout, there would undoubtedly be a big saving of 
time. In fact it is possible to look further ahead and to 
visualise the use of documents with punched edges 
whereby the sorting process could be carried out perhaps 
ten times as quickly. 

The next stage is looked after by the paying bank. 
Here is yet another scrutiny. The banker has to examine 
every detail: signature, date, crossing, amount and 
indorsements, before he can consider paying it. And at 
this stage, after the complicated processes already 
described, there is always the chance that the cheque may 
have to be returned. If in fact this does happen, the 
whole procedure has to be reversed, with the manifold 
clerical operations attendant thereupon. This fact alone 
would be a good reason for reversing the machinery of 
payment, even if it brought no other economies. 

It will be seen from the foregoing analysis that the 
cheque system can be criticised mainly on two grounds. 
One is that it involves unnecessary clerical work both by 
the banks and by their customers. The other is that it 
involves the banks in considerable risks. 

Two remedies suggest themselves. A development, 
and improvement, of the Traders’ Payment system might 
be possible whereby the vast majority of business pay- 
ments could be effected with a minimum of clerical work 
and a complete absence of risk by transfers between 
accounts. Alternatively, a non-transferable document 
might be devised which would pass through the banks in 
much the same way as do cheques, but without any 
possibility of their incurring liability either in paying or 
in collecting the instruments: this would of course entail 
the use of a document that was in no sense a document of 
title and therefore could not be converted, and it would 
call for a special agreement between collecting bank and 
customer. 

If the defects of the Traders’ Payment system can be 
overcome there seems to be a great deal to be said in 
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favour of developing the transfer principle. There can 
be no denying that if a remittance is intended to find its 
way direct from the payer’s banking account to the 
account of the payee the logical method is to send 
instructions direct to the paying bank rather than to 
send them indirectly through the payee. Such an 
arrangement would lend itself to the use of standardised 
forms, which could be linked up with the mechanised 
internal organisation of most large concerns. The forms 
of instruction could, for instance, be prepared in duplicate 
on continuous stationery, thus providing in a single 
operation on the typewriter: (1) the instruction to the 
paying bank; and (2) a copy to be passed through the 
Clearing and eventually reach the payee. Mechanised 
offices would no doubt prepare at the same time their 
Cash Book sheet and posting slip. 

By having consecutively numbered forms and using 
verifying stamps in the banks it would be possible to 
eliminate all signatures and indorsements, besides 
reducing the scrutiny of the documents to a minimum. 
The payee would merely list the remittances on receipt 
from his bank, preparing receipts and posting slip at the 
same time, and would check off the total with a Statement 
provided by his bank. 

That there are objections it cannot be denied. For 
instance, there is the difficulty that a large concern 
may have several bank accounts, each of which has to 
be “ fed.”’ This difficulty might be met by impressing a 
rubber stamp on the statements of account sent out to 
debtors stating the bank to which payment is to be made. 
Alternatively it would be simple enough to make periodic 
transfers from one account to another. 

A much more serious difficulty is the fact that the 
payee would not be notified of payment until the money 
was in his account, whereas at present he receives his 
cheque before the money is transferred. The hiatus thus 
created between the date when instructions were given 
by the debtor to his bank, and the date when the creditor 
received notice of the credit in his account might be 
partially overcome by using value-dates for the payments, 
but it would probably call for a change in existing methods 
of financial budgeting by business concerns. A new 
standard of “ liquidity ’’ would be required. That is to 
Z 
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say, Where at present a business concern may not be 
willing to issue cheques on its account unless its balance 
(exc luding uncleared eftects) provides a certain safety 
margin, under the transfer system the safety margin 
would have to be reduced. With wealthy concerns there 
would be little difficulty, but it is conceivable that small 
houses might find this a real problem. If that is so, and 
if it constitutes a major obstacle to the development of a 
transfer system, it is well worthy of careful consideration. 
It would be a pity if such a difficulty were allowed to 
prevent the realisation of such great economies of labour 
as ought to be derived from the reform suggested. At 
the worst, the difficulty might be overcome by arranging 
for the debtor to make out his transfer in triplicate, and 
to send the third copy as an Advice to the creditor. This 
would admittedly mean that the saving on postage would 
be lost, but all the other economies of the Transfer system 
would remain. 

Even if it is considered impracticable to supplant the 
cheque system in the manner suggested, there is still the 
alternative of instituting a new form of non-convertible 
order for payment. It may possibly be impracticable to 

eliminate much of the clerical work involved in com- 
mercial payments and at the same time to relieve banks 
of the risks they now incur; but it certainly should be 
possible to achieve at least one of these objects. 


Matters of Law 
By Maurice Megrah 


HE words “‘ not negotiable’ written across a bill 

| of exchange which is not a cheque mean that the 

bill is not to be negotiable and do not carry the 

special meaning given them by s. 81 of the Bills of 
Exchange Act, 1882. 

The rule of public policy which demands that a person 
shall not benefit by his own crime overrides the rule of the 
enforceability of contract. 

This is the gist of two cases which have attracted the 
interest of bankers this month. The first directly con- 
cerned a bank and was decided against it; the second 
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has left rather in the air a matter bearing on an important 
aspect of practical banking—lending against assignments 
of policies of life assurance; but the high value which 
must be placed on any pronouncement of Lord Atkin’s 
encourages us to accept the consoling view he took in an 
obiter dictum, a digression from his main judgment. 


Banker as Holder for Value 


The facts of Hibernian Bank, Ltd. v. Gysin & Hanson 
([1938] 2 All E.R. 575) were as follows. A billof exchange 
was drawn by the Irish Casing Co., Ltd., on the defendants 
in favour of the Irish Casing Co., Ltd., ‘“‘only.” It was 
crossed “‘not negotiable’”” and was accepted by the 
defendants payable at Barclays Bank. The plaintiff 
bank became holders for value. By the time the bill 
matured, the drawers were indebted to the acceptors for 
a sum larger than the amount of the bill, with the result 
that the latter instructed their bankers not to pay the 
instrument on presentation. The action was brought 
by the bank to enforce their rights and it need not be 
emphasised that if the instrument had been a negotiable 
one, the defendants would have failed—in fact the action 
would probably have been unnecessary. The defendants 
however, maintained that the instrument was not nego- 
tiable—it was drawn in favour of the payees “‘ only ”’ and 
was crossed with the words “ not negotiable,’’ and they 
were thus entitled to deny liability on the ground that 
the plaintifis had no greater rights than the drawers had 
against the defendants, which were none at all in view of 
the counter lability which had arisen since the bill was 
drawn. 

The plaintiffs argued that the bill had not been ren- 
dered not negotiable, on the ground that a bill drawn to 
order could not be deprived of its attribute of negotia- 
bility; that even if this were not so, it was necessary, 
by virtue of s. 8 (1) of the Act of 1882, that it should 
bear words indicating that it should not be transferable, 
and that the words in dispute in the present case 
fell short of this requirement. The plaintiffs relied on 
National Bank v. Silke ({1891] 1 Q.B. 435). The defen- 
dants replied with the assertion that the comments 
in National Bank v. Silke were merely obiter dicta, for the 
point the Court had to decide was the effect of the words 
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on the cheque in that case: “‘ Account of J. F. Moriarty, 
Esq., National Bank, Dublin,” not whether an “ order ” 
cheque could be deprived of its negotiability; further, 
that if a negotiable bill could not be deprived of its 
negotiability, then s. 8 (1) could have no meaning; and 
finally, that the words ‘‘ not negotiable’ written across 
a bill which was not a cheque must have some meaning 
and could not be given the special meaning assigned to 
them by s. 8 (1). 

Lewis, J. found little difficulty in agreeing with the 
defendants, though he was reluctant to differ from the 
judgment of the Court of Appeal in National Bank v. 
Silke. In that case, Lindley, L. J. was “disposed to think” 
that a bill could not be drawn expressed to be payable 
to order or to bearer and yet made not transferable. 
Fry, L. J. was “ inclined to think ”’ that s. 8 divides bills 
into three classes—‘‘ not negotiable,” ‘‘ payable to order ” 
and “‘ payable to bearer,’ so that a bill payable to order 
must always be negotiable. It was pointed out, moreover, 
that Sir John Paget appeared to accept that view of 
National Bank v. Silke. Lewis, J. felt that the question 
before the Court in that case was not the same as that 
which he had to decide. He accordingly found for the 
defendants. 

The greater stress was placed by the defendants on 
the presence of the words ‘‘ not negotiable,” not on the fact 
that the bill was drawn to the payees “ only.’’ Whereas 
however, it seems difficult to deny that this latter point 
brings the instrument within s. 8 (1), for ‘‘ only ”’ is surely 
a word indicating an intention that the instrument should 
not be transferable, the construction placed on the cross- 
ing “not negotiable ’’ seems less sound. These words 
are by statute tied to cheques: moreover, they are 
ineffective unless they are allied to a crossing, either 
two parallel transverse lines or the name of a banker. 
A crossing on a bill of exchange that is not a cheque, in 
other words, a ‘‘ time ”’ bill, has no meaning. Bys. 77 (4), 
‘“ Where a cheque is crossed generally or specially, the 
holder may add the words ‘not negotiable.’’”’ By 
inference, therefore, it might be argued that the words 
“not negotiable’ on a bill can have no meaning, whether 
forming part of a crossing or not—that they are given 
significance only in relation to cheques. For trans- 
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ferability is quite distinct from negotiability. However 
this may be, the decision is right, for his Lordship has 
ejven effect to the intention of the drawers, to make the 
instrument not transferable. How the latter came to 
negotiate the bill does not appear from the report. 


Assignments of Life Policies 

It was se for the decision in Beresford v. 
Royal Insurance Co., Lid., ([1938] 2 All E.R. 602) to 
settle a point of mz ns rial importance to bankers: whether 
a claim under an assignment of a policy of life assurance 
could be repudiated if the assured committed suicide 
while sane. The action was brought not by an assignee, 
but by the administratrix of Major Rowl. ndson, who had 
insured himself some years before with the defendants 
on terms that the policies would be avoided if the assured 
died by his own hand, whether sane or insane, within 
one year from the commencement of the insurance. 
Major Rowlandson was found by the jury to be sane 
when he took his life. Swift, J. in the Court of First 
Instance decided that the duty of the Courts to enforce 
contracts was paramount, but he was reversed on appeal, 
it being held that the Courts’ first duty was to refuse their 
assistance in enabling a person to derive benefit from his 
own crime. In this they were upheld by the House of 
Lords. The point would seem, therefore, to be well 
settled. It was only in the House of Lords, however, that 
the material point, from the banking point of view, was 
touched on. Lord Atkin made the following statement 
in this connection: ‘“‘ Anxiety is naturally aroused by 
the thought that this principle may be invoked so as to 
destroy the security given to lenders and others by 
policies of life assurance, which are in daily use for that 
purpose. The question does not directly arise, and I do 
not think that anything said in this case can be authori- 
tative. I consider myself free, however, to say that I 
cannot see that there is any objection to an assignee for 
value before the suicide enforcing a policy which contains 
an express promise to pay upon sane suic ide—at any rate, 
so far as the payment is to extend to the actual interest of 
the assignee. It is plain that a lender may himself insure 
the life of the borrower against sane suicide, and the 
assignee of the policy is in a similar position, so far as 
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public policy is concerned. I have little doubt that after 
this decision the life companies will frame a clause which is 
unobjectionable, and they will have the support of - 
decision of the Court of Queen’s Bench in Moore 
Woolsey (1854) 4 E. & B. 243), where a clause sialietinn 
bona fide interests was upheld. It was suggested to us 
that, so far as the doctrine was applied to contracts, 
it would have the effect of making the whole contract 
illegal. I think that the simple answer is that this is a 
contract to pay on an event which may happen from 
many causes, one only of which involves a crime by the 
assured. The cause is severable, and the contract, apart 
from the criminal cause, is perfectly valid.” His Lordship 
said that Lord Thankerton agreed with the opinion he 
had just expressed. Lord Russell of Killowen also 
agreed. Whether this covered the extract given above is 
not clear. The only other member of the House to read 
a judgment was Lord Macmillan and his sole reference to 
the point in discussion was that he desired to reserve 
his opinion “as to the position of third parties who have 
bona fide acquired rights for value under such policies.” 
Bankers are thus thrown back on the statement of 
Lord Atkin, made by way of dictum. In the first place, 
there is little doubt that bankers may continue to lend 
against assignments of life policies without any fear of 
the result of the suicide of the assured while insane. To 
quote Lord Atkin again: “‘. . . this doctrine obviously 
does not apply to insane suicide, if one premises that the 
insanity in question prevents the act from being in law 
the act of the assured’’—the doctrine being that an 
assured cannot by his own deliberate act cause the event 
upon which the insurance money is payable. There is 
then left simply the risk that the assured may commit 
suicide while sane. In the Court of Appeal, Lord Wright, 
M.R., pointed out that in no one of the cases cited was 
there a finding of felonious suicide, and he suggested 
that this might be explained by the notorious fact that 
juries will seldom find a felo de se, but generally bring in 
a verdict of suicide while insane. The present decision is 
not likely to deter them in future from finding such a 
verdict, and as it must now be widely recognised that the 
risk of not achieving one’s purpose in committing suicide 
in order to obtain financial benefit as a result, is a serious 
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one, true felo de se is even less likely than ever. Bankers 
may, therefore, surely regard it as a negligible risk, 
particularly in view of Lord Atkin’s clear expression of 
opinion. 

Two _— from this opinion remain to be considered. 
Firstly, his Lordship spoke of the enforcement of a policy 
which contained an express promise to pay upon sane 
suicide. He must be taken to imply that, in the absence of 
such a clause, the policy would be unenforceable even by 
an assignee. He also referred to the possibility of life 
companies’ drafting a clause which would be unobjec- 
tionable, in which they would have the support of 
Moore v. Woolsey. In that case, the policy contained a 
provision that it would remain in force, should the 
assured die by his own hands—whether sane or insane, did 
not appear—to the extent of any bona fide interest 
acquired as security for money. It is clearly to the interest 
of insurance companies to do this, and such part of a 
policy, at any rate, is, in the view of Lord Atkin, 
enforceable. 





Appointments and Ketirements 


British Bankers’ Association 

At the Annual General Meeting of the British Bankers’ 
Association Mr. Colin F. Campbell, Chairman of the 
National Provincial Bank, was elected President of the 
Association for the coming year. Mr. Edwin Fisher, 
Chairman of Barclays Bank, Mr. J. B. Crichton (Mercantile 
Bank of India) and Mr. J. M. Erskine (Commercial Bank 
of Scotland) were elected Vice-Presidents. 


Commercial Bank of Scotland 


Field-Marshal Lord Milne, G.C.B., G.C.M.G., D.S.O. 
LL.D., has been appointed Deputy Governor of the 
Commercial Bank of Scotland, in the place of the late 
Lord Mackenzie. 

Mr. James Little Mounsey, W.S., has been nominated 
to fill the vacancy on the Board of the Ordinary Directors, 
caused by the resignation of Sir William C. Johnston, 
W.S., who has been appointed as Law Agent of the Bank 
in succession to Mr. Babington, W.S. 
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Lioyds Bank 

The Directors of Lloyds Bank, Limited, announce 
that Major-Gen. the Rt. Hon. Lord Hutchison of Mont- 
rose, P.C., K.C.M.G., D.S.O., C.B., has been elected to a 
seat on the Board. Lord Hutchison is also a Director 
of the National Bank of Australasia. 


National Provincial Bank 

The Rt. Hon. the Earl of Cromer, P.C., G.C.B., 
G.C.I.E., G.C.V.O., has been appointed a Director of the 
National Provincial Bank, Limited. He is alsoa Director 
of the London and Lancashire Insurance Co., the 
Peninsula and Oriental Steam Navigation, and the Suez 
Canal Co., of which he is also a member of the London 
Committee. 


Punjab National Bank 

Mr. M. L. Tannan, Principal of Sydenham College of 
Commerce and Economics, Bombay, has accepted the 
invitation of the Board to become General Manager of 
the Bank. 


Williams Deacon’s Bank 

Mr. Harold Bradburn has retired from his position 
of General Manager of Williams Deacon’s Bank, Ltd. In 
appreciation of his valued service over a period of 49 
vears, in order to retain the benefit of his wide knowledge 
and experience, the Directors of the Bank have invited 
him to join the Board. 

Mr. John McArthur Thomsen, hitherto Deputy- 
General Manager, has been appointed to succeed Mr. 
Bradburn as General Manager. 


International Banking during the 
Past Year 


URING the past twelve months the world economic 
D situation underwent a thoroughgoing change. 
While in 1936 and for some time in 1937 reflation 

and rearmament brought about a world-wide trade 
recovery, in some respects bordering on a boom, since the 
summer of 1937 a trade recession has set in, assuming 1n 
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many ways the dimensions of a depression. While the 
depression which began with the Wall Street slump of 
1929 was to a large extent justified by the material factors 
then prevailing, the present depression is due almost 
exclusively to psychological factors. This in itself would 
not prevent the depression from assuming considerable 
dimensions, for psychological factors can quite easily 
create their own material justification by undermining 
the fundamental position. There is, however, one reason 
why there is no need to fear a repetition of the experience 
of 1931 and 1932. It seems utterly unlikely that we 
shall again experience a violent crisis similar to that 
experienced seven years ago. One of the reasons why 
pessimism in this respect is not justified lies in the 
difference between the banking positions in 1931 and 1938. 

The main reason why the depression of 1929 developed 
into a disastrous crisis of unprecedented magnitude was 
the weakness in the banking situation. A prolonged 
period of prosperity resulted in unlimited lending by 
banks of most countries, and the slump in commodities 
and securities inflicted heavy losses and immobilisations 
on the banks. Nothing to be compared with that 
situation could possible dev elop amidst prevailing con- 
ditions. Even though the recovery was accompanied 
by an expansion of bank credits, there was no trace of 
over-financing by the banks either in their own countries 
or abroad. Having learnt their lesson, they were this 
time much more cautious regarding security and mé irgins, 
so that notwithstanding the fairly substantial fall in 
commodities and securities since the middle of 1937 the 
extent of losses suffered by the banks has, generally 
speaking, been moderate. Ever since 1931 the granting 
of new foreign credits has been negligible, since a large 
number of banks still has to carry frozen credits inherited 
from the crisis of 1931. Thus beyond doubt banks all 
over the world are considerably less vulnerable than they 
Were seven years ago. 

Moreover, the crisis of 1931-32 eliminated most of the 
weak banks, and those which survived consolidated their 
positions. Painful as this process of elimination was, it 
certainly placed the banking system of most countries 
on a much sounder basis. There have been a number of 
amalgamations in various countries to streng *then the 
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banks which survived the crisis, and, thanks to the 
cautious policy of dividends most banks have succeeded 
in reconstructing considerable open and inner reserves. 

Apart from this, the monetary policy pursued by most 
Governments is also totally different from that in which 
the disaster of 1931-32 developed. At that time the 
banks were to a large degree the victims of a deflation 
which the Governments allowed to develop or even 
brought about by means oi a deliberate monetary policy. 
At present there is no trace of any policy of that sort. 
On the contrary, practically every Government is engaged 
actively ina policy of reflation as a result of which money 
has been kept cheap and ple ntiful i in spite of the progress 
made in trade recovery until 193 The cash resources 
of the banks in general are incomp: irably superior to 
their proportion of seven years ago. If the worst came 
to the worst the Governments are now much more 
willing to come to the rescue of the banks before it is too 
late than they were at the time of the crisis of 1931 

It is largely for these reasons that the recession has 
not so far been accompanied in any country by a banking 
crisis, and that even if the depression should develop 
further it is not likely to entail important banking 
suspensions. In order to reassure ourselves, let us 
examine the banking situation and outlook in the 
different countries. 


GREAT BRITAIN 

In the course of 1937 the expansion of trade resulted 
in an increase of bank advances by nearly {100 millions. 
This increase continued to some extent during the first 
half of 1938. It was not due in any way to unsound 
expansion or speculative activity. On the contrary, 
the increase coincided with the setback in trade and the 
disappearance of the symptoms of speculative boom. 
It was attributable partly to the eer financing of 
rearmament pending payment from the Government “for 
deliveries made. Another reason was the contraction of 
new issuing activity which, during the previous year, 
enabled industrial and commercial firms to finance their 
expansion largely independently of bank credit. 

As a result of the expansion of demand for advances, 
the banks decided not to renew the French credit of 
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{40 millions which fell due at the end of 1937. For two 
years this credit came in very useful as a means of 
lucrative employment for the banks’ liquid resources, 
but thanks to the expansion of advances the banks no 
longer considered it to their advantage to immobilise a 
large percentage of their resources in one single credit 
transaction, no matter how good the security might be. 
Another result of the increase of advances was a growing 
competition for deposits, as a result of which deposit 
rates rose considerably above the yield on Treasury bills. 
Some banks were particularly anxious to attract — 
by allowing unusually high rates, and other banks, 
order not to lose deposits, had to follow their cau. 

The year 1937 was very protitable for British banks, 
and some of them were able to increase their dividends. 
There is no reason to suppose that during the first half of 
1938 conditions in this respect have changed materially 
for the worse. There is still a good demand for advances, 
and activity in foreign exchange and bullion alsocontinues 
to secure good profits. On the other hand, the contraction 
in Stock Exchange activity compared with the first half 
of 1937 is bound to have aftected the banks’ earnings 
from such activity. 


THE UNITED STATES 

The most characteristic feature of American banking 
during the past twelve months has been the increase of 
liquid resources as a result of the reflationary monetary 
policy pursued by the Government. This increase has 
taken place in spite of the decline in bank deposits 
registered by a large number of banks. The increase in 
liquid resources Was partly the result of desterilisation of 
gold formerly sterilised by the authorities and partly the 
result of the reduction of Member Banks’ reserve require- 
ments by some $750 millions. In addition to desterilising 
the gold held in the Inactive Gold Fund, the Washington 
Administr: ition decided to abstain from sterilising new 
gold purchases unless they were in excess of $100 millions 
quarterly. As a result of these measures, excess reserves 
of the Member Banks of the ‘ederal Reserve system are 
expected to rise to about $3,700 millions when the 
desterilisation has produced its full effect. This figure is 
the high record for all time. 
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These measures constitute a complete reversal of the 
policy pursued by President Roosevelt during 1936 and 
early 1937, when he aimed at a reduction of excess 
reserves by raising the reserve requirements and by 
sterilising gold. While those deflationary measures were 
partly responsible for the gold scare and the subsequent 
trade setback, experience has proved that it is easier to 
check trade expansion by means of monetary manipu- 
lation than to revive it. Notwithstanding all the 
reflationary measures, trade in the United States remains 
depressed. Nevertheless, the measures were justified, 
partly because the plethora of liquid assets ruled out the 
possibility of bank difficulties on any noteworthy scale, 
and partly because in the absence of such a degree of 
liquidity the process of deflation in trade would probably 
have continued to operate. Moreover, the scramble for 
Government securities brought about by the reflationary 
measures will be very useful to the Treasury in financing 
the huge deficit at a reasonable cost. 


FRANCE 

The French banking system remained very much under 
the influence of the unsettled exchange situation. [Ever 
since the middle of 1937 the franc had been depreciating 
almost constantly until the beginning of May, 1938, when 
the Government checked its depreciation at 179 to the 
pound. During the prolonged period of depression the 
flight of capital and profitable interest arbitrage transac- 
tions with foreign centres kept the banks’ franc resources 
at a low level. As a result, interest rates were rather 
high, and it was difficult to find accommodation. Owing 
to the depressed trade conditions due in part to the 
world-wide setback and in part to labour conditions in 
France itself, demand for credit was not very persistent 
except in instances where delay in payment to Govern- 
ment contractors resulted in acute shortage of working 
capital. The measures adopted by the Daladier Govern- 
ment concerning the compulsory acceptance of bills 
drawn by creditors upon debtors were calculated to 
relieve this shortage. The turn in the tide of the franc, 
however, brought about a much more important relief 
as a result of the wholesale reflux of French funds from 
abroad, which changed [French credit conditions almost 
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wile. enabling the Bank of France to lower its 
rediscount rate on May 12. 
Notwithstanding adverse general conditions, the 
= banking situation remained yaaa Allow- 
ng for balances abroad, the ratio of liquidity of French 
rear remained high, and profits on foreign exchange 
operations must have largely compensated the banks for 
the inadequate return for the low turnover on internal 
credit operations. 
GERMANY 

The process of thawing banks’ credits which became 
frozen in 1931 has been more or less completed during 
the year under review. At the same time the restoration 
of the ownership of banks into private hands has also 
been completed. It will be remembered that in connec- 
tion with the various reconstruction schemes carried out 
by most banks, the Government or Government-controlled 
banking institutions had to take over large blocks of 
shares. Thanks to the increased earning capacity of the 
commercial banks, however, it became possible to resume 
dividends on the shares, and this again enabled the 
German authorities to unload their holdings of bank 
shares. While during the first few years of the National 
Socialist regime the banks played only a subordinate 
part in the financing of public works, pation the past 
twelve months their activities in this respect have 
increased. Even now, however, the main function of the 
banks seems to be to accumulate funds from the public 
and place them at the Government’s disposal. Govern- 
ment securities have largely taken the place of the former 
holdings of frozen commercial bills. 

The outstanding event in German banking develop- 
ments during the past twelve months was provided by the 
changes brought about as a result of the annexation of 
Austria. The Austrian National Bank was absorbed by 
the Reichsbank, and its head office and branch offices 
were converted into Reichsbank branches. The Vienna 
private banking house of S. M. Rothschild was taken 
over by the Bank for Public Works, a Government- 
controlled institution, and extensive changes were carried 
out in the management of the remaining Austrian banks, 
without, however, affecting their organisation for the 
time being. 
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ITALY 


The trade boom brought about by rearmament and 
the effort to attain economic autarchy resulted in a 
substantial increase in Italian banking profits. The three 
leading banks, the Banca Commerciale Italiana, the 
Credito Italiano and the Banco di Roma, have been able 
to resume dividends for the first time since the general 
reconstruction which was carried out a few years ago, 
During the autumn months, as a result of the Mediter- 
ranean tension, there was a tendency towards a reduction 
of credits to Italian banks abroad. While the position of 
the Italian banks themselves was viewed with the utmost 
confidence, the existence of a political risk discouraged 
banks in London and other centres from expanding, or 
even maintaining, their credit lines. With the relaxation 
of the Mediterranean tension, the political risk diminished 
considerably, and it is generally expected that in the 
course of time credit facilities to Italy will be increased 
materially. All the more so since it 1s now known that 
the gold position of the country is not nearly so unsatis- 
factory as it was believed to be a few months ago. 
Apparently the Bank of Italy has succeeded in main- 
taining a gold reserve of £42 millions. 


HOLLAND 


The Dutch banks continued to suffer from a chronic 
embarras de richesse. The plethora of short-term funds 
continued to prevail, and interest rates declined even 
below those prevailing in the money markets of London 
and New York. Notwithstanding this, Dutch banks in 
general were able to show good profits as a result of the 
highly satisfactory trade conditions prevailing during the 
greater part of 1937. In 1938, trade in Holland and the 
Dutch colonies came under the influence of the world-wide 
depression, while money rates remained at an unremu- 
nerative level. Amsterdam succeeded, however, in main- 
taining a fair amount of issuing activity, both in the form 
of the conversion of Dutch loans on a lower interest basis 
and in the form of the granting of loans to foreign 
borrowers. In this latter respect Amsterdam, with or 
without the participation of the Swiss markets, has now 
become easily the most important long-term lender, 
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since both London and New York are handicapped by 
official or unofficial embargoes in lending abroad. 
SWITZERLAND 

The recovery of the banking system from the effects 
of the crisis brought about in 1935 by the Government’s 
resistance to devaluation has made further progress 
during the year under review. The accounts for 1937 
showed a further increase of banking profits and deposits 
also tended to increase. The Banque Commerciale de 
Bale, whose difficulties in 1935 provided the culminating 
point of the crisis, was able to resume dividend payments 
after carrying out a drastic capital reduction in 1937. 
Swiss banks have been almost as active as Dutch banks 
in granting loans to foreign countries, notwithstanding 
the agitation initiated a wainst the movement. In order 
to discourage the influx of foreign balances the Swiss 
banks agreed, towards the end of 1937, to suspend 
altogether the payment of interest on foreign deposits 
for less than nine months, and even to charge a negative 
interest rate in certain instances. During 1938 the 
amount of foreign balances in Switzerland underwent a 
decline, but not because of this decision. It was the 
consequence of political uncertainty created by develop- 
ments in Central Europe, as a result of which many 
owners of refugee funds preferred to transfer their 
balances to London or New York. 


SELGIUM 

The reversal of the trend of foreign deposits which 
affected Switzerland and Holland to a hardly perceptible 
extent affected Belgian banks to a much larger extent. 
Ever since the beginning of the political crisis which led 
to M. van Zeeland’s resignation last autumn there has 
been an outflow of foreign balances and a flight of Belgian 
capital. This movement became accentuated after the 
annexation of Austria, and more especially after the 
devaluation of the French franc. The National Bank 
lost much of its gold reserve, but nevertheless remained 
technically strong enough to ?s the pressure for some 
time. The new Governor, M. Janssen, who succeeded 
M. Louis Franck on the er. death, sought to hold the 
belga by creating a scarcity of currency, as a result of 
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which banking resources declined considerably. At the 
time of writing the attack on the belga is still in full 
swing. 
HUNGARY 

The most important event in Hungarian banking 
during the period under review was the absorption of 
the Hungarian General Savings Bank by the Hungarian 
General Credit Bank. In order to facilitate the ‘book- 
keeping adjustments that became necessary through 
this amalgamation, the Hungarian authorities placed at 
the disposal of the Credit Bank foreign exchange for 
the purpose of the repayment of the General Savings 
Bank's standstill credits, and also part of its own 
standstill credit, at a reduced rate. The book-keeping 
profit thus obtained wiped off the book-keeping loss 
arising from the writing-down of certain assets taken over 
with the General Savings Bank. The result of the 
amalgamation has been the consolidation of the Hun- 
garian banking system, which has recovered from the 
crisis of 1931. It withstood well the test of withdrawals 
that followed the annexation of Austria. 

SPAIN 

The civil war continued to divide the Spanish banking 
system into two totally independent sections. Banks on 
the territories controlled by the Republican Government 
experienced a certain improvement in the political 
conditions in which they had to work. The political 
commissioners who formerly controlled them were re- 
moved, and nobody but depositors was entitled to draw 
upon their resources. The Bank of Spain, too, resumed 
the payment of dividend on its share capital and is 
expected to resume publication of its returns. The banks 
operating in territory controlled by General Franco were 
handicapped in their operations abroad by the legal 
questions arising from the fact that their head offices 
were situated in Madrid and Barcelona. To overcome 
this difficulty, most of them operated accounts abroad in 
the names of small local banks situated in insurgent- 
controlled territory. 

PORTUGAL 

The recovery of the banking system from the effects 

of the slump in colonial products after 1929 has now been 
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ensitines by the reconstruction of the Banco Nacional 
Ultramarino. Its capital has been drastically reduced, 
and it is expected to publish a full balance sheet shortly. 
The reorganisation scheme is a welcome step in the 1 ‘ight 
direction, since the absence of the balance sheet of one 
of the leading banks was in unfavourable contrast with 
the generally satisfactory economic conditions prevailing 
in Portugal. This, together with the amalgamation of 
the Banco Espirito § Santo and the Banco Commerciale de 
Lisboa, has consolidated the Portuguese banking situation 
to a considerable degree. Judging by the size of Portu- 
guese bank balances in London, the degree of liquidity 
must be satisfactory. 


SWEDEN 

The continued decline of interest rates which has 
taken place in Sweden during the last ten months—during 
the period May, 1937, to March, 1938, the average yield 
on seven different State bonds with fixed interest rate 
fell from 3-10 per cent. to 2-87 per cent. has caused 
growing difficulties for all credit institutions. The situa- 
tion is particularly complicated for insurance companies, 
whose investment possibilities are restricted to mortgage 
loans and to a very limited number of securities. As 
their charged insurance premiums are calculated on the 
basis of an average yield of 4 per cent. on their own funds, 
the present state of the « capital market requires a thorough 
recalculation of their premiums. In view of the possi- 
bility of a further decline of interest rates, and inasmuch 
as the Swedish Government will certainly not undertake 
any steps to stop such a decline, the central bodies of the 
main Swedish credit institutions have lately started 
negotiations for establishing a kind of co-operation for 
checking this movement. [For obvious reasons such 
negotiations among private institutions competing on 
the money market can progress only very slowly, and so 
far no concrete measures have been forwarded to stabilise 
the interest situation. 
_ So far the demand for fresh credit accommodations 
lor Swedish trade and industry does not show any sign 
of diminishing, and total advances of all Swedish joint- 
stock banks further rose during April by Kr. 35 millions 
to a total of Kr. 4,180 millions. Even in April mortgage 
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loans were in demand and the banks increased their 
credits against mortgages by Kr. 36 millions. Their 
commercial bill portfolio showed an increase of nearly 
Kr. 13 millions, while other credit forms showed slight 
reductions. The payment of taxes, falling due in April, 
naturally affected cash reserves as well as sight deposits, 
Sight deposits declined by Kr. 30 millions, but the total 
decline of all forms of deposits was only Kr. 23 millions, 
owing to larger saving account deposits and increase 
in deposits at short notice. At the turn of April aggregate 
deposits stood at Kr. 4,050 millions, which 1s still 
Kr. 50 millions in excess of the figure at the turn of the 
year. The reduction of cash and balances at the Bank 
of Sweden did not exceed Kr. 15 millions and the total 
cash balance amounted to Kr. 573 millions at the end 
of the month under review. 

Gold purchases of the Riksbank, reported in the 
preceding review, continued also in April and the Bank’s 
total gold reserve rose from Kr. 494 millions to Kr. 521 
millions. These purchases took place partly at the 
expense of the Bank of Sweden’s holdings of foreign 
State bonds, which show a decline of Kr. 12 millions, 
partly at the expense of foreign bills, which have declined 
from Kr. 573 millions to Kr. 564 millions. Imports and 
exports of stoc ks carried out by the joint-stock banks in 
April resulted in a net capital export of Kr. 8 millions. 
All foreign operations of the joint-stock banks and the 
Bank of Sweden in April resulted in a reduction of their 
aggregate assets by Kr. 18 millions to a total of 
Kr. 959 millions. 

BRAZIL 

Under the new constitution introduced by President 
Vadgas, foreign banks and insurance companies have to 
come under Brazilian ownership. The foreign banks 
operating in Brazil are allowed a time limit in which to 
align themselves with the new law. It seems probable 
that the law will not be rigidly enforced, since the con- 
stitution of 1934 provided for much the same thing but 
was not carried out in practice. Foreign interests in 
Brazilian banking are by no means preponderant. The 
total capital and reserves of foreign banks represent 
only about Io per cent. of that of national banks. 
Notwithstanding the shocks caused by the change in the 
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olitical regime last November and by the abortive 
revolt in May, and in spite of the depression in the coffee 
and cotton trades, banking conditions remain reasonably 
satisfactory. 
THE ARGENTINE 
The new Central Bank has been functioning on more 
or less orthodox lines as regards interest rate policy, 
but it has allowed the exchange rate to depreciate rather 
than unduly diminish its gold and foreign exchange 
reserve. The favourable trade conditions resulted in an 
increase in bank clearings, and discounts increased 
materially during 1937. 


JAPAN 


The Chinese war has not materially affected the 
position in Japanese banking. The banks have played 
an active part in the Government’s financial operations, 
and have also benefited by the inflationary stimulus to 
trade activity. The Bank of Japan revalued its gold 
reserves at an early stage in the hostilities, but even on 
the present basis the gold stock is valued about ro per 
cent. below the world price of gold. The Bank of Japan 
continued to ship gold to the United States in order 
to meet the adverse trade balance. The provisional 
Government set up in Peking by the Japanese authorities 
established a new Central Bank called the Federal 
Reserve Bank. Its capital has been advanced by the 
Japanese banks, and it obtained a substantial credit 
from the Japanese authorities for the purpose of estab- 
lishing an exchange fund. 


American Banking 


By a Correspondent 
Ts long-anticipated announcement of a Govern- 


ment recovery programme of monetary measures 

was made on April 14. It was twofold, consisting 
first of measures to increase excess bank reserves to 
levels higher than they had ever been before and second, 
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plans for renewed pump-priming ’’ by the spending and 
lending of about $4,500 millions of additional funds. 
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Under the first heading the plan provided for the 
“ desterilisation ’’ of about $1,400 millions of gold held 
by the Treasury and the reduction by about $750 millions 
of the amount of reserves required by law to be main- 
tained by member banks of the Federal Reserve System. 
The gold sterilisation programme, it will be recalled, was 
begun in December, 1936, when the Government was 
fearful that the large influx of gold from abroad would 
promote a dangerous inflation. Under that programme 
the purchase of gold by the Treasury was financed by 
the issue of Government securities, so that as much 
money was taken out of the market as was put in. In 
“ desterilising ’’ this gold the Treasury has issued to the 
Federal Reserve Banks $1,400 millions of gold certificates, 
receiving in return a deposit credit of that amount on 
the books of the Reserve Banks. As the Treasury spends 
this deposit in meeting its general expenses, the funds 
paid out into the market will give the banks additional 
reserves. 

Treasury expenditures are at present running at about 
$50 millions a week in excess of receipts. To lend speed 
to the injection of extra reserves into the banks the 
Treasury has decided to retire $50 millions a week of its 
maturing bill issues. The combined effects of ordinary 
expenditures and bill retirements will thus be to pump 
out the new supply of reserve money at the rate of 
$100 millions a week. 

The total of excess reserves just prior to the announce- 
ment of the new plan amounted to about $1,700 millions. 
By the end of April they had been increased to $2,580 
millions and on completion of the expenditure of the 
‘ desterilised ’’ gold will total at least $3,600 millions, 
after allowing for the additional deposits created. This 
figure compares with the previous high record of $3,300 
millions reached in December, 1935, and with a recent 
low record level of around $700 millions in last August. 
The latter followed upon the successive increases in 
reserve requirements ordered by the Federal Reserve 
Board, which has doubled requirements between August, 
1936, and May I, 1937. 

The new programme is thus the most ambitious 
credit-expansion effort ever made in the United States, 
and will establish a credit base even larger than that 
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which existed in late 1935 and early 1936, when the 
Reserve authorities became alarmed over the possibilities 
of an “ injurious’ boom. 

It is worth noting that the total of excess reserves 
now being piled up will exceed the capacity of the Federal 
Reserve System to control them. Even by selling all 
the $2,500 millions of Government securities which they 
hold and again raising reserve requirements to their level 
prior to April 14, the Reserve Board could not absorb 
all the excess reserves. In effect the brakes have been 
taken out; but that is of little moment now, for all 
anxiety is directed towards the continued deflation, 
rather than towards a prospective inflation. Having 
experimented with “ putting on the brakes ’’ with such 
unhappy results, it is not to be expected that this 
Administration will ever lay a hand on them again. 

The spending-lending portion of the programme has 
yet to be approved by Congress. There is considerable 
opposition to it, but it is hardly to be expected that the 
legislators who are so shortly to face their electors in the 
midst of a serious business depression will refuse to 
approve additional Government spending. 

The project calls for additional relief disbursements 
of $1,550 millions, public works expenditures of $1,462 
millions and Reconstruction Finance Corporation loans, 
already authorised, of $1,500 millions, a total of $4,512 
millions. Of the $3,012 millions for relief and public 
works, $1,400 millions is to be defrayed out of the pro- 
ceeds of gold desterilisation, the balance to be met by 
new borrowing. The President, on this basis, was able 
to say in announcing the plan that the Government debt 
would be increased by only about $1,500 millions in the 
fiscal year beginning July 1 to which the programme 
applies. While this is fairly true so far as the immediate 
programme itself goes, it is clear that diminished taxes 
and increased expenditures of other sorts, including 
re-armament, will require substantial borrowing above 
$1,500 millions. The likelihood is that the National Debt, 
which now stands at about $37,600 millions, counting 
only direct obligations, will be increased by at least 
$3,500 millions in the next fiscal year. In addition 
either the direct debt or the Government-guaranteed 
debt, which is already $4,600 millions, will be further 
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increased by the amount needed to seowide # the Recon- 
struction Finance Corporation with funds for its $1,500 
millions lending programme. Whether this money is to 
be raised through Treasury financing or by the marketing 
of R.F.C. debentures, which are guaranteed by the 
Government, has not yet been disclosed. 

The response of the financial markets to this new 
programme has been decidedly mixed. In view of the 
large expansion of excess bank reserves the decline in the 
high-grade bond market was halted and Government 
loans were marked up sharply. Stocks rallied at first, 
then slackened again, and two weeks after the announce- 
ment had fallen into extreme dullness with a weaker 
tendency. Business itself has received no appreciable 
stimulus from the promise of renewed Government 
spending, and will have to wait a few months before it 
can expect to feel the actual effects of it. 

The banking community, it need scarcely be said, 
views the whole programme with the utmost misgivings. 
In the past five years the direct debt of the Government 
has been increased by some $16,000 to $17,000 millions, 
and an indirect debt of a quarter as much again has 
been created in an effort to restore prosperity by “‘ priming 
the pump.”” At the end of that time the country is faced 
with a renewed depression, and is apparently about to 
begin all over again. In the circumstances the prospects 
of a successful outcome of the Government’s purpose 
seem none too encouraging ; but even if the new dose of 
spending succeeds in bringing about an upturn, we shall 
still be faced with a situation in which recov ery seems to 
depend upon the interminable expansion of the debt. 
The ultimate consequences of such a condition can only 
be disastrous. 

In the meantime President Roosevelt, while reverting 
to pump-priming, continues to show no disposition to 
relax his programme of reform which, by the constant 
aggravation of business men’s fears and uncertainties, 
checks any tendency towards a recovery based on the 
expansion of private debt. 

He has, however, met with a series of reverses in 
Congress, including the defeat of his reorganisation Bill, 
the side-tracking of his wages and hours Bill and the 
approval of a tax Bill which yields scant concessions to 
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his demand for retention of the undistributed profits 
tax. Thus, although President Roosevelt himself shows 
little regard for the things that business men and financiers 
have demanded as a pre-requisite to recovery, there is 
some reason for believing that he can no longer secure 
from Congress whatever he asks for, and is thus no 
longer in a position to confront business with so many 
unpleasant surprises. After making allowances for the 
strong urge to do business, even in the face of difficulties 
which exists, it is possible that this decline in the Presi- 
dent’s power over Congress may be sufficient to bring 
about some restoration of commercial and _ financial 
enterprise, in spite of the continued distrust of the Chief 
Executive himself. 

The decline in outstanding bank credit has come to a 
halt during the last month, as a result of renewed large 
purchases of direct obligations of the Government. 
Business and speculative loans have continued to decline. 
Reserves, as already indicated, have increased sharply 
and with them demand deposits have also risen. The 
following table shows the position of reporting member 
banks of the Federal Reserve System in tIo1 leading 
cities of the country near the end of April, compared with 
a month and a year before : 


(In millions of dollars) Increase or Decrease 
since 

April 27, March 30, April 28 

1938 1938 1937 

Demand deposits adjusted . -. 14,508 - 330 —790 

Deposits of foreign banks .. a oo7 — 35 170 

Total loans and investments «. 20,544 34 —1,358 
Commercial, industrial and agricul- 

tural loans .. 4,187 112 

Loans to brokers and de: ilers on secu- 

rities . a 652 28 —645 
US. Government’ s securities, direct 

and indirect a ae ss 9,186 +252 — 35g 

Other securities Si me a 3,071 — 34 —158 

Reserves dei 6,060 + 305 +635 


* Comparison not available. 


The increase in member banks’ holdings of Govern- 
ment securities may not appear very marked, but it is 
sufficient to neutralise in a single month nearly half the 
preceding year’s contraction. 
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French Banking 
By M. Mitzakis 


‘Ties repatriation of more than Frs. 15 milliard 
({80 million) of capital in consequence of the 
new devaluation of May 5 transformed the monetary 
situation in a few days, and brought about an abundance 
of funds in the Paris market such as had not been 
experienced for several years. The following table shows 


the changes in interest rates during the first half of May— 
March 31 April 30 May 15 











% % In 

Bank of France rediscount rate 3 3 2} 
Market rate of discount 33 32 — 
Day-to-Day money 23 2% } 
Loans on Bons de la Dé fense N ation: ale : 

Market rate for one month 3 3 2 

Market rate for 3 months 33 3} . 
Rates on loans on securities : 

On the Parquet ios <a x 2} 34 

On the Coulisse 74 7 - 


The bulk of the fonds © conv exted into francs is invested 
in short-term securities. The subscriptions for Bons de 
la Défense Nationale were so substantial that the issue 
had to be suspended provisionally at the maximum figure 
of Frs. 25} milliard (Frs. 27} milliard allowing for the 
6 per cent. margin provided for by Article V of the Law 
of August 7, 1936), not including the bonds of small 
denominations (Frs. 500 and Frs. 1,000) which are 
regarded as being outside the limit. The rate on these 
bonds was gradually reduced from 4 per cent. to 23 per 
cent. between May 6 and May 14. The rate on ordinary 
Treasury bills was reduced to a corresponding degree. 
Those for between 75 and 105 days declined from 23} 
to 2} per cent., those for six months from 3} to 2} per 
cent., and those for one year from 34 to 2? per cent. 

This change in the monetary situation was eventually 
consolidated by a reduction of the Bank rate. At its 
meeting on May 12, the General Council of the Bank of 
France decided to reduce the rediscount rate from 3 to 
24 per cent., the rate on advances on securities from 4 to 
34 per cent., and the rate on 30 days’ advances from 3 to 
24 per cent. The banks have virtually ceased to avail 
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themselves of rediscount facilities since May 6, and 
substantial reimbursements reduced materially the out- 
standing amount of 30 days’ advances. The Central 
Bank had therefore no reason to maintain artificially 
interest rates which were higher than those prevailing 
in the market. The 3 per cent. bank rate had been in 
force since November 12, 1937, when it was reduced by 
} per cent. in consequence of the repatriations experienced 
during the autumn. 

The last return of the Bank of France, dated May 12, 
does not indicate these changes, since it dates from May 5. 
That is to say, it indicates the conditions prevailing on 
the eve of the change. For this reason it shows con- 
siderable tension; an increase of rediscounts on 30 days’ 
advances and advances to the Government, the latter 
increasing to more than Frs. 40 milliard. The current 
account balance of the Treasury virtually disappeared, 
while the note circulation increased and the reserve 
ratio declined. 

End of End of To 
Feb., March, May 5, 
1938 1938 1938 


(in millions of francs) 








ASSETS 

Gold Reserve ag a 55,806 55,806 55,806 
Foreign Exchange reserve (total). ie: 824 822 794 
Discounts (total) .. a a a 11,323 10,504 10,677 
Advances on securities .. a5 id 3,852 3,825 3,878 
Advances up to 30 days .. nia + 1,116 997 ~=—s«:1,,414 
Bonds of the Caisse Autonome .. a 5.575 5,575 5,575 
Provisional advances to the State— 3,200 3,200 3,200 
(a) Regularisation of previous advances 12,084 12,084 12,084 

(b) New advances (agreement of June 
18, 1936) .. - 10,000 10,000 10,000 

(c) New advances (agreement of June 
30, 1937 and March 22, 1938) .. 10,620 16,490 18,050 


LIABILITIES 
Note circulation .. _ 94,220 98,094 98,959 
— and deposit accounts (total) 21,447 23,642 23,614 
of which— 


Treasury , an a xs 44 26 21 
Caisse Autonome Re i a 2,103 2,206 2,258 
Private Accounts aa S33 r 19,235 21,312 21,232 
Total of sight liabilities .. Si ia 115,668 121,737 122,574 


Percentage of gold cover “a -. 48°25% 45°84% 45°53% 
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The Paris bourse anticipated the devaluation of May 6 
by a fairly substantial rise in both fixed-interest-bearing 
securities and equities. This movement became accen- 
tuated after the devaluation of the franc. Had it not 
been for the deplorable incidents at Le Havre and 
uneasiness about the international political situation, the 
rise would have been more substantial. Nevertheless, 
the authorities and market operators had reason to be 
satisfied by the rise in Rentes, the yield on which prior 
to the rise was between 6 and 7 per cent., a rate which by 
no means indicated the real credit of the French State. © 
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May 6, 
Minimum March 31, afterthe May 14, 
Rate on French in 1938 devalua- 1938 
Rentes 1938 tion 
3% perpetual .. .. 65°30 69-20 75°90 75°75 
4% I917 iz ~. 62°25 65°70 74°05 76-10 
5% 1920 repayable at 
150 frs. - .. 88-60 89°95 96-60 102 
4% 1925 with guaranteed 
exchange ne o« Tog 106-70 12430 126 
44% 1932 tranche A. .. 68-20 70°30 81°55 81 
44% 1937 a ~- 103°75 109+ 40 123°70 125 


Benefiting by the better trend, the Daladier Govern- 
ment decided to issue the first tranche of the long-term 
Defence Loan on May 16. The amount of the issue was 
limited to Frs. 5 milliard. The interest rate is 5 per cent. 
and the issue price 98 per cent. The loan is redeemable 
in 30 years at 120 per cent., by annual drawings. These 
terms left no doubt of the success of this appeal to 
investors. Nothing was left undone to emphasise in the 
Press, by wireless and by leaflets dropped from aeroplanes, 
the national character of the loan and its patriotic 
object in serving the requirements of rearmament. 

It is interesting to examine the political and technical 
conditions amidst which it was decided to carry out the 
new devaluation of the franc. It is beyond doubt that 
the decision of May 4 was preceded by some hesitation, 
and there was a conflict of opinion within the Daladier 
Cabinet between those favouring revaluation, those 
favouring stabilisation and those favouring devaluation. 
At first the franc was revalued from 161 to 158 to the 
pound, but subsequently it depreciated as and when the 
supporters of strategic retreat gained ground. The 
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Prime Minister eventually agreed to a further retreat, 
fixing the limit at 179 to the pound. The Daladier franc, 
which thus succeeded the floating Bonnet franc on May 5. 
less than two years after the Auriol franc of 105 to 112 
to the pound, and nearly ten years after the Poincaré 
franc of 124 to the pound, is not defined by a fixed 
quantity of gold. The Cabinet Council simply decided 
there would be no further depreciation beyond 179, and 
that the Stabilisation Fund would always be a seller of 
sterling at that rate, corresponding to a theoretical gold 
parity of 27$ milligrammes of gold of -goo fineness. 
The Prime Minister took care to add that it was safe to 
anticipate an increase in the value of the franc from that 
level. Under the pressure of the capital influx, the franc 
did actually appreciate, the sterling rate declining from 
178-90 to 177-90. The new stability of the franc 
received the guarantee of the declared agreement of 
Great Britain and the United States that the latest 
devaluation was not inconsistent with framework of the 
Tripartite Agreement. 

Unfortunately no external credits have been obtained, 
even after the Franco-British exchanges of views. This 
absence of external credits of the kind which Great 
Britain obtained for the defence of sterling is considered 
in certain financial circles as being one of the weak points 
of the new stabilisation plan. Since the gold reserve of 
the Bank of France will not be used in case of need in the 
financial battle, being, so to speak, sterilised as a war 
chest, the defence of the new franc rests mainly upon the 
amount of gold and foreign exchange obtained by the 
Treasury from repatriations. The logical conclusion 
is that the gold and foreign exchange reserve, in addition 
to the Bank of France’s gold reserve, must be very large 
indeed. It is estimated that, with about Frs. 30 milliard, 
the Bank of France would have an adequate reserve 
with which to face any emergency. Up to now this 
reserve is only about Frs. 20 milliard—including the 
Treasury’s reserves—which is satisfactory but not suffi- 
cient. The reflux of capital continues, however, and it 
is not impossible that the desired amount of 
Frs. 30 milliards will be reached next month. In that 
case the stabilisation of the franc might assume a more 
definite and legal character. 
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Until now no decree has been issued to confirm the 
Government’s decision of May 4, and no new convention 
has been concluded by the Bank of France for the re- 
valuation of its gold reserve. The theoretical profit on 
the revaluation of the gold stock on the basis of the 
maximum rate of 179 francs to the pound would amount 
to about Frs. 33 milliards, against which there are some 
Frs. 40 milliards of provisional advances, contracted by 
the Government since June 18, 1936. If the Exchange 
Stabilisation Fund and the Rentes Stabilisation Fund 
were liquidated in case of a legal stabilisation, the total 
liquid resources would amount to about Frs. 50 milliards, 
leaving a theoretical profit of about Frs. 10 milliards after 
the reimbursement of the Frs. 40 milliards of provisional 
advances. 

The unknown factor in the French monetary problem 
remains, in spite of everything, the state of production 
and the social atmosphere. The new franc will be 
fixed at a parity which assumes the existence of equi- 
librium. Social legislation in France is, however, in a 
state of flux, and the sliding scale adopted in most 
collective contracts between employers and employees 
might lead to an adjustment of wages to rising prices. 
Thus one of the fundamental factors of the franc—its 
labour value—is not yet fixed. The Daladier Government 
is actively engaged in the elaboration of decrees aiming at 
increasing productive activity. It has already succeeded 
in obtaining in a short time tangible results from the 
point of view of the reversal of the trend on the foreign 
exchange and money markets. The majority of the 
Front Populaire will judge the Government according to 
its achievements, and will support it or oppose it 
accordingly. 





Dr. Einzig’s Conducted Financial 
Tours 


By Paul Bareau 
T: an always interested and sometimes amused 
audience Dr. Einzig continues his running com- 
mentary on world finance—tfirst in his daily 
Lombard Street column in the Financial News, then in 
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more occasional articles contributed to THE BANKER and 
other periodicals and finally in his steady stream of books, 
and particularly in the series which he has entitled 
‘World Finance.” The third and latest of that series 
has just appeared.* It covers a period of approximately 
12 months to last March—a period full enough of incident 
and movement to provide a financial journalist with all 
the material which he could require. It is duly forth- 
coming and in full measure. The rate at which monetary 
fiscal and politico-financial scares followed one another 
during these months was the answer to a_ financial 
journalist’s prayer. And even in his books Dr. Einzig 
remains first and foremost the financial journalist— 
painting the kaleidoscopic scene, commenting on it 
with his mordant wit, mercilessly critical and when 
critical of persons, sometimes offensive. But it is 
journalistic rather than solid historical writing. There is 
little attempt to synthetise, to balance points of view, to 
present an unbiassed case. However, if this is not 
history, it is certainly the stuff of which history is sub- 
sequently written. The economic historian who delves 
into the currency issues of the first half of the rgth century 
does not merely go to the official documents such as the 
report of the Select Committee on the High Price of 
Bullion. He must also read the work of the con- 
temporary pamphleteers—some of it excellent, most of it 
execrable, all of it seething with partisanship and more 
often than not with violent abuse of the opposing faction. 
Dr. Einzig’s work is the somewhat subdued 2oth century 
equivalent of that of the 19th century pamphleteer. 
It throbs with vitality. It brings our controversies to 
life and for the future historian of our epoch it will 
provide the most valuable material. It will recreate for 
him the atmosphere in which current financial issues and 
events are being debated and decided. 

Dr. Einzig’s approach to all his problems, whether they 
be financial or political, is essentially monetary. The 
monetary factor is to him the dominating influence in the 
determination not only of the economic cycle but of 
political and social development. When in his Treatise on 
Money, Mr. Keynes put forward this thesis and in a few 


*“ World Finance, 1937-38." Published by Kegan Paul. Price 12s. 6d. 
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bold lines drew the outlines of the histony of mankind in 
the light of one factor alone—the abundance or scarcity 
of circulating medium—he did so with every scientific 
reservation. It was merely an interesting but tentative 
suggestion which he threw out for more detailed study and 
discussion. But Dr. Einzig has none of these doubts. 
In his view the British Empire would to-day be shattered 
in fragments had Great Britain not abandoned the gold 
standard in 1931. Had Mussolini devalued the lira in 
1934, he would not have added Abyssinia to the Italian 
colonial empire. The origins of the Spanish civil war can 
be found in the monetary policy of the de Rivera dictator- 
ship and particularly in its attempt to maintain the 
peseta exchange at an overvalued level. Japan would 
not have marched into Manchukuo had it not been 
firstly for export difficulties due to the overvaluation of 
the yen and secondly for the weakness of Great Britain due 
to the hanes of an overvalued pound. These are some 
of the illustrations of Dr. Einzig’s elevation of the 
monetary factor and particularly of the foreign exchange 
part of that factor as the dominant issue in world affairs. 
He may have overstressed this issue, but has performed a 
valuable service in his emphasis upon the intimate 
connection between politics and economics. 

Those examples suffice to illustrate Dr. Einzig’s 
individual approach to the problem of monetary policy. 
He is really an inflationist a outrance. His Utopia would 
be a world in which every currency could be undervalued 
in terms of all the others, and in which the currency price 
of gold would be for ever rising. To him every contrac- 
tionist and deflationary move is the work of the devil and 
conversely all that makes for expansion of currency and 
credit comes from the side of the angels. His world of 
finance is consequently one of sharp contrasts—a world 
of constant war between the forces of good (monetary 
expansion) and evil (monetary contraction). And in 
this world he is for ever fighting the good fight. This 
attitude should be better appreciated in many financial 
circles, especially on the Continent, where Dr. Einzig’s 
predilection for currency devaluation is regarded at best 
as the expression of a destruction complex and at worst 
as something far more reprehensible. It is nothing of 


the kind. Dr. Einzig wields his expansionist, inflationist, 
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devaluationist pen solely in the cause of the greater 
welfare of the human race. His scene is peopled with 
villains in the form of ‘“ superbankers,”’ ‘“‘ orthodox 
economists ’’ and “‘ sound financial journalists.’ It gives 
Dr. Einzig the greatest pleasure to knock down these 
ninepins, to point out the inconsistencies of their pro- 
nouncements and to crush their arguments with all the 
weight of retrospective judgment and justification which 
he can muster. 

One can imagine for example with what gusto Dr. 
Einzig reopens the whole sorry story of the gold scare of 
the spring of 1937. He is merciless to all those who may 
at the time have imparted weight to the belief that there 
should or even that there might be a general reduction 
in the currency price of gold. The chapters on the gold 
scare are among the best in the book, partly because, one 
feels, that on no single issue does Dr. Einzig feel with such 
vehemence. There is little attempt at reasoned argument 
of the gold problem (that has been done by Dr. Einzig in 
another book) but as a factual, if biassed, recital of the 
course of the scare this section of the book is magnificent. 

There is one curious aberration in the book—a com- 
pletely illogical deviation from the inflationist case which 
it pleads. It is Dr. Einzig’s wholehearted approval of the 
original version of Mr. Chamberlain’s National Defence 
Contribution and his equally wholehearted condemnation 
of the “‘ rich man’s revolt ” and “ hysterical newspaper 
campaign ’’ which led to the demise of that new tax. It 
is a most curious cause for Dr. Einzig to champion. One 
would have thought that N.D.C. in its original version was 
one of the most virulent of the array of deflationist factors 
which helped in the spring of last year to change the 
dominant trend of the trade cycle. Dr. Einzig’s support 
of this measure takes as its point of departure the principle 
that it was desirable to tax the increased profits earned 
out of the acceleration of rearmament—an admirable 
generality which however does not carry one very far. 
There is no attempt in the book to analyse this fiscal 
wonder and to see whether it translated into reality the 
unexceptionable objective which it was intended to 
achieve. Dr. Einzig makes no effort to answer the critic- 
ism that the new tax sinned against every canon of good 
taxation—that its incidence was extremely uncertain and 
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therefore creative of the greatest measure of uncertainty; 
that its burden fell arbitrarily and unfairly on individual 
enterprises; that it avoided the large concerns with 
steady profit records and penalised especially the small 
growing enterprise ; that it would have been expensive to 
collect. It is more than surprising that Dr. Einzig should 
have completely ignored the weighty criticism of N.D.C, 
which followed the 1937 budget in view of his proximity 
to the source from which the most effective of these 
destructive arguments flowed. When he speaks of the 
“rich man’s revolt ’’ which killed the tax, he might give 
a thought to the calm fatalism with which the equally 
unexpected and even bigger burden of the recent increase 
in income tax was accepted by the country. 

This tendency on the part of Dr. Einzig to make up his 
mind about some issue or other on the basis of a general 
principle and then to close it to practical objections which 
the realisation of that principle may entail, is one of the 
weaker aspects of his work. It is apparent also in the 
references to clearing agreements—another old love of 
Dr. Einzig’s. He describes in a most illuminating chapter 
which he calls ‘‘ Dr. Schacht’s Conjuring Tricks’”’ the 
manner in which Germany has been fleecing the Balkan 
States by the “skilful ’’ manipulation of her clearing 
agreements with those countries. He shows step by step 
how Germany obtained foodstuffs and raw materials 
from those countries, extracting credit from those least 
able to grant it, and then forced them to accept repayment 
in the form of manufactured goods which they did not 
particularly desire but which formed the only alternative 
to complete default on the part of Germany. What 
conclusion does Dr. Einzig draw from this experience? 
That the system of exchange clearing is a product of 
default and economic nationalism? That it restricts 
rather than expands the scope for international trade? 
That it lends itself to sordid trickery? Not at all. 
The lesson which Dr. Einzig draws from it is that Great 
Britain and France were gravely at fault for not trying to 
beat the Germans at their own game. “ It would have 
been easy ’’ he writes “‘ to counteract the growing German 
influence by applying weapons similar to those of Dr. 
Schacht, or at any rate by defending the interests of 
3ritish trade through the timely establishment of 
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exchange clearing agreements with the countries con- 
cerned.”’ 

It may be deduced from all this that Dr. Einzig’s 
personally conducted tours of world finance are highly 
entertaining and readable. They may safely be recom- 
mended—but only to the financially sophisticated. They 
fall definitely in the “A” certificate category. An 
innocent young student of economics who took his sole 
insight into current financial affairs from them might be 
sadly misled. 


Books 


CAN 1931 COME AGAIN? By CoLiIn Brooks. (London, 
1938: Eyre & Spottiswoode. Price 2s. 6d. net.) 


THE accumulation of a large volume of gold by this 
country, representing the counterpart of ‘ hot money,” 
has camouflaged the deterioration of the trade balance. 
Mr. Brooks utters a timely warning against the com- 
placency with which the huge and growing trade deficit 
is regarded. While one may disagree with some of the 
remedies he proposes—in existing conditions a deflation 
of wages and social expenditure could only be enforced 
at the point of the bayonet—Mr. Brooks is certainly 
right in advocating a ruthless reduction of luxury imports, 
especially from countries which buy much less from us 
than they sell to us. Unfortunately, so long as this 
country can continue to spend its borrowed gold, there 
is no likelihood of the adoption of such suggestions. 





INTERNATIONAL TRADE. By HuGu B. KiILLouGH. (New 
York, 1938: London: McGraw Hill Publishing 
Co. Price 24s. net.) 


THE author covers a wide field, and covers it 
thoroughly and with a commendable economy of words, 
in a volume of some 600 pages. His historical chapters, 
dealing with the evolution of foreign trade and of the 
theory of foreign trade, are interesting and non-technical. 
While written primarily from an American point of view, 
the book shows a thorough knowledge of developments 
all over the world. 
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MONEY AND BANKING 1937/ /1938. (Two volumes.) 
Published by the League of Nations. (Geneva, 
1938. London: George Allen & Unwin. 
Volume I: Monetary Review. Price 5s. net. 
Volume II: Commercial and Central Banks. 
Price 6s. net.) 

TuIs useful year book is published this year earlier than 
usual, and covers the period up to February, 1938. 
Volume I surveys the developments in the sphere of gold, 
exchange, money markets, etc. It is a pity that last 
year’s s idea of publishing a chapter on forward exchanges 
was not followed up this year. On the other hand, the 
analysis of Central Banking legislation, and of banking 
legislation in general, is very useful for purposes of 
reference. Volume II contains an immense amount of 
banking statistics, which have come to be regarded as 
indispensable for intelligence departments. 


THE OUTLINE OF BANKING AND FOREIGN EXCHANGE. 
By W. J. THoRNE. (London, 1938: Sir Isaac 
Pitman & Sons. Price 5s. net.) 

THIS small volume may be recommended to students 
who, having read many larger volumes on banking and 
exchange, would like to read a resume of the subject on 
the eve of their examinations. The space devoted to 
history is perhaps disproportionately large for a book 
of this type, but otherwise the material is ‘well arranged. 


EXPECTATIONS INVESTMENT AND INCOME. By G. L. S. 
SHACKLE. (London, 1938: Oxford University 
Press. Price 7s. 6d. net.) 

Mr. SHACKLE has made a valuable contribution to 
the growing literature on Mr. Keynes’s ‘‘ General Theory,” 
which provides most of the background for this essay. 
The author makes some interesting original suggestions 
of his own about the mechanism of the business cycle. 


THE HisTORY OF THE CLYDESDALE BANK, 1838-1938. 
By J. M. Rem. (Edinburgh, 1938: Blackie & 

Son.) 
Tuis book is published to mark the Centenary of the 
Clydesdale Bank, which was founded in May, 1838. 











The foundation a century earlier in 1738 of a private bank, 
which became later Ramsay, Bonar & Company, actually 
gives the Clydesdale Bank its earliest tracings, for it 
succeeded to the office and much of the business of this 
old private bank. 

The story is one of gradual process and successive 
absorptions of other banks, until in 191g it was affiliated 
to the Midland Bank. Some interesting photographs 
are included of old buildings and past and present 
personalities of the bank. 


TRAVEL IN Europe. A _ Revised Edition. (London, 
1938: Published by the Midland Bank.) 

Tuis little book is printed in a convenient form for 
the pocket and is full of essential particulars which make 
it one of the most useful guides to existing exchange 
and currency conditions in European countries most 
frequented by travellers. Copies may be obtained with- 
out charge on application to the head office or branches of 
the bank. 


EMPIRE EXHIBITION, SCOTLAND. (Glasgow, 1938 : Pub- 
lished by the British Union Bank.) 

Tuts booklet extends to 52 pages containing a useful 
description of the Exhibition with notes to assist over- 
seas visitors and a guide to the facilities which the bank 
offers to travellers, exporters and importers. Copies 
may be obtained at the Head Office in Edinburgh and 
branches on application. 


TRUSTEE SAVINGS BANKS YEAR Book, 1938. (London, 
1938: Trustee Savings Banks Association. Price 
3s. Od. net.) 

TuIs year book is being issued for the fifth year in 
succession. It contains up-to-date information of the 
Trustee Savings Banks, their services to depositors and 
funds, together with an end-paper map showing the 
distribution of the various head offices and branches 
through the British Isles. There is also a comprehensive 
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survey of these institutions amnion the Sennen of 
their funds in the hands of the Government and Local 
Authorities. During the past year the aggregate funds 
increased by nearly £15,000,000 and now exceed in total 
the sum of £270,000,000. 
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Some New Midland Bank 
Branches 


By Professor C. H. Reilly 


ITH the Midland branch banks coming round 

again one looks forward to the work of Messrs. 
Whinney, Son and Austen Hall and is not dis- 
appointed. Here it is in a large and important branch 
in Milsom Street, Bath, and in several smaller branches. 
The large bank in the chief street in the heart of Bath 
did not, however, offer this firm so much the chance of 
showing what good architects they are as what perfect 
gentlemen. All educated people seem to realise by now, 
all except certain of its City Councillors and arc hitects, 
that Bath is not only a very beautiful city but a museum 
piece, which, although lived in to-day, must not be 
treated as an ordinary town to be adapted and altered 
vear after year to modern needs. The City no doubt not 
only gets its fame but its income to a very large extent 
because it is so, the best and most complete example that 
is in the country of Georgian architecture and town plan- 
ning. More and more is that style of architecture becom- 
ing thoroughly and properly appreciated, which is a very 
different thing from the stupid flattery of copyism. The 
vreatest admirers of Georgian architecture among my 
architect friends to-day are I find the moderns, the people, 
that is to say, who would least dream of copying it. It 
will be remembered how a little while ago when the Town 
Council of Bath proposed to extend Milsom Street by 
cutting through some fine blocks of old houses and taking 
it up to the back of the Assembly Rooms, exposing 
thereby both a bad oblique view of the Assembly Rooms 
and the backs of the houses in the Circus as well—backs 
or any other untidy things were never meant to be seen 
in the eighteenth century—a great outcry arose not only 
in Bath though there it culminated in a town’s meeting 
which threw out the City’s proposed Bill. I myself, 
who took but a distant part in the controversy by letters 
to The Times, had the honour of figuring after it was all 
over in the Bath pantomime. All this shows that large 
sections of Bath to-day are alive to her inheritance. The 
Town Council was certainly not so when twenty years 
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ago it allowed the Empire Hotel to be built to a great 
height and in an antagonistic style or when it to-day 
permits its local architects and builders to cut away the 


jambs of the windows of the old houses and to take out 
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I rchitects Messrs. Whinney, Son & Austen Hall 
BRANCH AT MILSOM STREET, BATH 

balconies and window bars. I say “ allows’’ because 

Bath is a town with an Act of Parliament with a special 

clause in it, the often quoted Bath Clause, giving her, 

with additional powers she has since obtained, complete 

control over the exteriors of all her buildings new and old. 
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[ suppose occasionally Bath as a town cannot resist a 
building being pulled down in one of her main streets. 
When that happens she should prevent the wall to the 
street from being disturbed. That should remain and 
the rebuilding should take place behind it in say The 
Crescent, The Circus, Milsom Street, Pulteney Street 
and a few of her best thoroughfares. These should be 
treated as Paris treats the Place VendOme. There it will 
be remembered in the rebuilding of one of the mansions 
in the place as the Paris branch of the Westminster Bank, 
the external wall to the place had to be maintained. 
The bank was able to build what it liked behind that wall 
and built there a fine modern structure with every 
modern convenience. That, I suggest, is how new 
buildings should be managed in the chief streets of Bath. 

The next best thing is to do what Messrs. Whinney, 
Son and Austen Hall have done. It is a thing I should 
not recommend in any other city unless the site were in 
the centre of a long terrace of similar Georgian buildings 
which would be destroyed as a whole if the rhythm of the 
terrace were broken. This is to rebuild the building as a 
complete Georgian one of the period corresponding as 
exactly as possible to the buildings on either side, which 
is I admit to make as complete a fraud as possible. | 
said this was the second best. Fraud cannot be anything 
else, but it is better in such cases when it is perfectly 
done than done in a bungling way. Here in this Midland 
Bank it has been done with the utmost care. The result 
in banking terminology is a first-class forgery. The 
architects have even gone so far, so they tell me, as to get 
old blown Crown glass to put into the windows because 
that was the glass used in the eighteenth century before 
sheet or plate glass was invented and because it is not 
only clear to look through but, with its slightly curved 
surface catching the sun, it lights up the frames of a flat 
Georgian window in a way everyone must have noticed in 
old buildings. In the illustration one can just see the 
result in the dormer windows which are catching the 
light 

Another piece of the architects’ thoughful and in this 
case very proper forgery is the dividing of the front of 
the bank into two halves as if it were two houses each 


with its centre first floor window crowned with a pedi- 
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ment. This maintains the scale of the street. If the 
building had externally been treated as the whole it really 


is, it would have been too big for the street and have upset 
the street's design, which is continuous. A lesser matter 


BPs 





THE BANKING HALL, MILSOM STREET, BATH 


is the re-use of the old lead down-spout with its flouted 
head on the right hand side. I suppose the only thing 
which is wrong is that in the original buildings the door- 
ways would not have been one at either end. Each would 
have been at the right or left hand side of its house. As 
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For example — you save 


79 OPERATIONS 


in listing and adding these 
19 typical amounts 


Take the above as an example 
of how thousands of needless 
operations can be eliminated by 
the Burroughs short-cut method. 
The amount £25.6.0, for 
instance, was listed and added 
by depressing the 2, 5 and 6 keys 
and the motor bar all together, in 
one single operation, instead of 
writing one figure at a time. 
The amount £6,712 .7.0, was 
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way in two operations instead 
of seven. Thus, the short-cut 
method saves operations § in 
writing any amount. 
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however the other buildings in the street have had shop 
fronts added one can hardly complain of this. Indeed 
the reverse. The whole thing is an example to Bath 
which I hope it will take to heart. 

The interior following the same period of detail as the 
exterior, and in that way differing from the Paris bank to 
which I have referred, has nevertheless a fine spacious 
look This has been obtained by taking the banking hall 
through two storeys and by carrying a screen and 
panelling across and round the lower half. This very 
cleverly seems to justify the two tiers of windows dic- 





rHE EASTLEIGH BRANCH 
tated by the exterior as well as giving to the interior, 
which might otherwise have had a blank meeting-house 
appearance, an agreeable warmth. This walnut panelling 
fits in too with the counter and the dwarf screens behind 
it. Above it the plain plaster walls rise rather nobly 
indeed to a fine ceiling with its beams arranged symmetric- 
ally to contain a great oval panel in the way Inigo Jones 
first introduced into this country. Altogether this is a 
fine branch of which the Midland Bank is no doubt 
proud. A difficult problem has been met and solved in 
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BECAUSE it combines a 


STANDARD BANK ADDING MACHINE KEYBOARD, 


AND TYPEWRITER KEYBOARD 


and has the advantages of Visible Printing, 
Flexibility and complete Automatic Operation. 


TYPEWRITER 





The combination of these five essential features and the unrivalled service 
facilities offered by the National Cash Register Co. Ltd. has established “Nationals” as 
the ideal mechanical accounting equipment for British banks. 


For further particulars of National machines and service communicate with :— 


THE BANKS DEPARTMENT, 


NATIONAL ACCOUNTING MACHI 
206-216 MARYLEBONE ROAD, LONDON, N.W 
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a way which must be almost equally satisfactory to them 
and to the members of the Bath Preservation Socie ty. 
I hope it is appreciated by the town generally. 

As a contrast to this I choose the little Eastleigh 
branch bank by the same architects. Here they could 
be as original as they liked within the limits of a little 
single storey building and the requisite dignity of a 
bank. I think they have succeeded delightfully. The 
mass of plain brickwork, with the suggestion of its sage 
arity given by the three little sets-back on either side « 





BRANCH AT ANLABY ROAD, HULL 


the windows and the door, gives a fine solid dignified 
effect to the little building, while the composition of the 
two long windows, the broad central door with its big 
stone frame and its little window over it, all held together 
by a strong projecting band with the bank’s name upon 
it, is not a stylistic one in any way, yet eminently satisfac- 
tory. I wish there were more banks like this not pre- 
tending to be eighteenth century gentlemen’s residences 
or the lodges to their parks but just banks. I am sure 
the architects must have enjoyed designing this little 
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front with its variations from ordinary bank practice. 
It might perhaps have been better still if a little simpler, 
but it is very good as it is. 

Contrast another little one-storey bank with the last, 
that at Anlaby Road, Hull, by Messrs. Elcock & Sutclitie. 
Here is an ordinary little monumental building, classical 
in feeling, but of a form impossible to a real monu- 
ment. If the bank insisted on making the site of no 
known mathematical shape by cutting off a corner of it 
for a corner entrance, the only thing left to the architects 
was to depart from sige nt as Messrs. Whinney, Son 
and Austen Hall did in the last example. The columned 
entrance with its fanlight over it suggests that one is 
entering into some fine rectangular hall perhaps with a 
noble flight of stairs opposite one. It certainly does not 
suggest entering at the corner of an apartment with one’s 
eyes looking diagonally across it. There is the same 
awkwardness about the cornice and frieze. One does not 
expect such features to be wrapt round three unequal 
sides of a building. It is disrespectful to such established 
things soto use them. If the general shape of a building is 
in conflict with its formal expression there is no good 
pursuing it further. However good the detail it cannot 
make up tor this fundamental error. 

When Messrs. Whinney, Son and Austen Hall, to 
return to them again, were faced with an equally ugly 
problem but of a different kind, they wisely took up a 
negative attitude. In their Queensway, Bayswater, 
branch they were faced with inserting a bank under one 
corner of what must surely be one of the worst blocks of 
flats in London. The only thing to do was to be as quiet 
and severe as possible. Whatever else one did would be 
shouted down by what was above. They therefore have 
placed under the heterogeneous mass of brick and stone 
above it a storey of the plainest white with a row of the 
severest possible windows, the whole standing up on a 
high black plinth, the black material of which, probably 
marble, being carried up in a broad band round the door 
to link the two parts together. This is like a gentle- 
man in black evening clothes and white waistcoat escort- 
ing an overdressed female. He does not look less of a 
gentleman for the severity of his clothes and she perhaps 
looks a little more like a lady by having such an escort. 
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The same solution, or one on much the same lines 
with a little more sympathy for what is above, has been 
used by the same architects for the Finsbury Park branch. 
Here the bank design has been carried across the whole 
ground floor of the building though the bank premises 
probably end at the central doorway, yet to be finished 





Messrs. Whinney, Son {usten Hall 
THE FINSBURY PARK BRANCH 


in the photograph. The building is a poor bald one above 
but without any pretentiousness. The architects, with 
the deeper reveals they have given to the bank windows, 
have, while respecting the lines of the building above, 
nevertheless managed to suggest that their bank portion 
is at any rate solid and strong however flimsy the super- 
structure. This seems to me very clever too. 
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Introduction 
By H.E. Jan Masaryk, C.B.E. 


The Czechoslovak Minister in London 


AM very glad to give my blessing to this issue of your 
important journal. The names of the eminent finan- 
cial and economic experts who have sent articles t 

you should make your venture a success. You have 
kindly asked me to say one word about economics and 
one word about politics. 

Speaking of economics, I would like to remind your 
readers that the Czechoslovak Government has honoured 
every obligation which it has assumed since its. rebiri! 
in 1918. We have always paid promptly and we con- 
tinue to do so. Our & per cent. loan has been considered, 
by those who found it worth while to interest themselves, 
a very reliable security indeed. It may seem strange that 
I should call attention to facts which in normal conditions 
would not have been considered extraordinary. Never- 
theless, I feel that in the present difficult situation with 
which my country is faced, our clean record in economics 
and finances should be mentioned and considered by 
those who are often too ready to pass quick judgment on 
Central Europe in general and Czechoslovakia in particular. 

And what I have said about my Government I think 
I can say with equal justification about our industrial 
undertakings. It has been a source of considerable 
comfort to me in these difficult times to observe the high 
standing and reputation enjoyed by Czechoslovak in- 
dustry in the world of commerce. It is our firm resolve 
to remain as reliable and punctual in our dealings as we 
have been hitherto. We realise the difficulties, but with 
goodwill all round they must be surmounted. 

Our political record is equally as honourable as our 
economic one. In 1g18 Czechoslovakia emerged as a 
child of the Western democracies and I think that the 
time has come to remind the world of this fact. Would 
it be too much to say that England was our father, 
France our mother, and the United States and Italy the 
godiathers at our christening? For twenty years we 
have honestly tried not to disappoint our parents too 
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much. We have made mistakes, of course: what young 
child, and especially a democratically brought up young 
child, does not? But we have cherished and held very 
high the ideals of individual liberty and freedom and we 
are not ready to give them up. 

Of late I have been trying to help my Government to 
bring about a lasting solution of the German problem 
within my country. We have decided to make far- 
reaching concessions and I declare that our goodwill 
should not be doubted. The problem is not easy, but 
we are facing it in all its implications. What we need 
at times is a little less advice and little more confidence. 
My people sometimes wonder why only Czechoslovakia 
has been under the “‘ minorities ’’ magnifying glass lately, 
but the answer to this question would lead me into a 

‘eal political discourse which I certainly wish to avoid. 

It will perhaps seem to you, that I have blown my 
trumpet too much. But I feel strongly that Czechoslo- 
vakia has a mission not only in Central Europe but in the 
world. Hence, this not altogether modest communication. 


The Economic Policy of 
Czechoslovakia 


By Dr. A. Basch 


General Manager of the United Chemical and Metallurgical Works 
Limited, and Chairman of the Section for Commercial Policy of the 
Association of Czechoslov akian Industry. 


HE following articles deal with the various phases 
of Czechoslovakia’s economic life and in this 
introductory article an attempt is made to state 

the leading principles of our national economic policy. 
The crisis through which Czechoslovakia has passed 
since 1929 had great influence on policy. The various 
measures sought to reduce the economic difficulties, 
to prevent irreparable damage being done and to 
enable the various economic groups to overcome the 
worst phase of the crisis. Liberty of action in the field 
of production and currency and in the field of social 
policy was restricted in many ways. The main economic 
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principles characteristic of Western countries have, how- 
ever, not been abandoned. 

As in other countries the opinion has been — 
among us that maintenance of the principle of private 
enterprise was the chief cause of the economic crisis, 
that it is no longer able to ensure the economic success 
of the whole and cannot improve the economic situation. 
Actual development has not only not confirmed this 
view, but it has become increasingly obvious that not 
only for general reasons, but also for special reasons 
arising out of Czechoslovakia’s situation, free private 
enterprise must remain the foundation of our economic 
policy and that, even if the present economic and political 
conditions at home and still more abroad compel us to 
make certain restrictions, yet these must be considered 
as temporary and undesirable which must yield—and 
the sooner the better—to the full exploitation of the 
yower of production by private enterprise. 

The doubts entertained about private initiative 
caused, too, a revision of the views on another principle 
which was formerly a leading feature of our economic 
life, i.e. free international exchange of commodities. It 
was precisely the restrictions re ferred to which affected 
the Czechoslovakian economic life most severely, and they 
are, therefore, above all responsible for the economic 
crisis in our country. The efforts at autarchy caused it 
to be asked in Czechoslovakia, too, whether it was possible 
to make our economy in this way less dependent on that 
of other countries and to reconstruct it more or less with 
the object of attaining self-sufficiency. That likewise 
proved to be incorrect and it became an almost 
general conviction that the favourable development of 
Czechoslovak economy depends absolutely on the free 
international exchange of commodities on a broad basis, 
and that, so far as conditions—-especially in the politic al 
sphere—permit, the object of the national economic 
policy of Czechoslovakia must be to make the influence 
of the Czechoslovak production felt on the international 
markets. 

Since the foundation of our State every effort has 
been made to maintain a firm currency and to keep the 
state financially sound. That principle remained unshaken 
during the crisis and is still maintained to-day in all its 
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implications. At the price of great sacrifice our financial 
policy aims at balancing the national finances and 
stabilising our currency. 

These three fundamental elements are the basis oj 
our national economic policy. Concrete measures must 
of course, adapt the ‘mse ‘Ives to the objective and psycho- 
logical needs of the time and to problems arising out of 
the economic development and especially out of political 
development. 

Czechoslovakia has a number of important traditional 
industries which formerly delivered large quantities oi 
oods to countries where to-day, owing to various 
difficulties, sales cannot be maint Lined on the old level. 
The productive capacity available in some branches was, 
on account of the reduction of ex] newts , too high, a fact 
which also made itself felt in the home market both as 
regards the price and selling possibilities. Temporary 
measures aimed at moderating competition, so as to 
prevent useless new investment and to enable th 
respective industries to find means of avoiding useless 
competition, of finding new outlets, and of adapting their 
production to the new needs. Such arrangements are, 
of course, only provisional and to bring back normal! 
conditions is the cliuef task of policy. Here very serious 
problems have to be faced. the problem is first to raise 
the level of production to a higher degree of perfec- 
tion for which not onlv the technical facilities, but 
iso skilled labour are available. Attention must then 

paid, at least in the same degree, to the crea- 
tion of new industries im accordance with new 
technical achievements and new requirements. This 
task is delicate, for new industries must not be created 
it any price and on any conditions. That would be not 

creation of new values, but rather a waste of existing 
alues: nor would it facilitate the creation of new values 
in the future. Policy must create new production where 
it is economically justified and where conditions allow it to 
start and operate such enterprises economically, so that 
they may yield values from export. 

In the field of international commerce, the question 
is one of opening up new markets by co-ordinating 
interests on the home market and on the international 
market, so that the traditional markets can be main- 
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tained or regained. Our guiding principle must aiways 


oe rhea our economy is an intrinsic factor of world trade 


In this field we have made a number of international 
trade agreements—I may mention especially the last 
trade agreement with the United States. 

A well-regulated currency is one of the most important 
elements of a successful economic policy. When the 
devaluation of our currency became necessary owing to 
the changes in the Western currencies (esp 
the pound steriing and the dollar) ovr currency was 
devalued without any economic or pelitical troubies 
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important proot of the stability of our economic con- 


ditions. In these circumstances it was possible to create 
a capital market of relatively iree and cheap money and 
that not so much by any Government action as by the 
smooth functioning of the actual economic § tactors 


themselves. 


. 1° 1 1 1 
Our economic Polcy also made efttorts to combat the 


crisis In agricultur: 6 1h duction. Aiter various temporary 
measures had been taken —— at the maintenance ol 
prices and the ba ea yf the farmers, the corn monopoly 
was established. Thus 1s managed by interested groups 
of producers and consume and comprises to-day 
practicaliy the whole rea of cereals. 


Another very important part of our economic policy 
must also be mentione d, our social policy. Phe Czecho- 
siovakian Republic has always been one of the pioneers 
of social progress and it has accepted various internationat 
social agreements to which other States, octal creat 
States with a deve 5 8 industry, did not adhere. that 
policy was tested by the very considerable unemployment 
during the crisis. During the worst period, unemployment 
was combated by the means used in other countries, viz. 
the assistance in regard to public works, building activity, 
and to a certain extent also direct and indirect assistance 
given to private ‘oul similar concerns. All this, including 
the no tetbone benefit, was only of a temporary 
character. A lasting improvement was achieved only 
by the increase in economic activity and to-day there is 

) longer any doubt that the most effective means to 
( ali unemployment is the development of private 
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enterprise, which, of course, depends not so much on the 
regulations of the economic policy of a single country, 
as on the general situation of world trade and especially 
on political conditions. The principle of our national 
policy is to-day the stability of wages and social con- 
ditions, the maintenance of which depends on the stability 
of the whole cost of living. 

The development of the political situation in Europe, 
the general re-armament, the strong tendencies towards 
autarchy in neighbouring countries have raised the 
problem of armaments. Increased armaments first of 
all necessitate greater demands on the national finances 
and the burden of taxation has to be increased. We 
have met increased costs of armaments and the costs in 
connection with re-armament without any inflationary 
measures; the currency being stable, the increased 
expenditure was met partly by the higher yield of taxes, 
partly by loans. Re-armament has influenced to some 
extent during the last two years the guiding principles 
of our policy. Up to now the principle that all these 
heavy charges should be met without disturbing the 
sound economic situation, the currency and the finances, 
has been successfully followed and it is to be hoped that 
this also will be true of the future. 

These principles are simple and their wisdom has been 
proved. There is also one other principle, a political 
one, and that is the maintenance of our independence. 
That too is one of the principles—perhaps the main one 
—on which national economic policy has been based. 


The Public Debt of Czechoslovakia 
By Dr. Kalfus 


Minister of Finance 


STUDY of the development of Czechoslovak 
A public indebtedness is very instructive. Although 
its history is not older than twenty years, this 
development is characterised by an extraordinary variety. 
In addition to loans contracted by the State since its 
foundation, there are the debts which the State took 
over from the former Austro-Hungarian monarchy and 
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then the so-called “ political debts” having their source 
for the most part in the World War and which were 
used for the financing of the Czechoslovak Legions which 
fought on the side of the Entente Powers. 

The Peace Treaties stipulated that each of the so- 
called Succession States was bound to take over a 
specific part of the pre-war debt of the ancient monarchy, 
i.e. debt having its origin before July 28, 1914. The 
stipulations were different for the secured debt (for the 
most part railways’ debt) and for the non-secured debt 
(for the most part annuities, rents). As regards the 
secured debt the share falling to each State was deter- 
mined by the properties on which the debt was secured 
and which the respective State had taken over. As 
regards the non-secured debt participation in it was 
determined by the contributive power of the respective 
territory (average revenue for I9QII-1913). Czecho- 
slovakia’s share was fixed by the Reparations Commission 
at 41'7 per cent. as regards the former Austrian debt 
and at 15-945 per cent. as regards the former Hungarian 
debt. 

While the holders of the secured obligations were to 
be treated on equal terms, special stipulations intro- 
duced a certain difference between home holders and the 
foreign holders of non-secured debt obligations. In fact, 
each of the States had to take over on account of its share, 
firstly the full amount of the obligations situated on its 
own territory (the territorial stock), and only for the 
remainder did it have to assume any obligation in 
respect of the so-called international stock. 

The share of the pre-war debt of the former Austro- 
Hungarian monarchy taken over by the Czechoslovak 
Republic became for the most part an internal debt of 
the Republic. Its taking over was carried out at first 
through voluntary exchange against a new loan in 
connection with an additional payment (the Flour 
Loan of 1921 and the Consolidation Loan of 1926). 
The remainder of the old debt was exchanged later 
without any additional payment for the obligations of 
the internal State debt. 

The service of the international stock of the non- 
secured pre-war debt as well as of some secured debts 
in foreign exchanges has been concentrated in the 
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Caisse Commune in Paris. The Czechoslovak State had 
to pay to the Caisse Commune only a definite quota for 
the service of some Austrian loans. On the other side it 
became a creditor of the Caisse Commune. The Czecho- 
slovak State has always most scrupulously fulfiiled its 
obligations but, from 1932, it felt the effects of the crisis 

tfecting the Caisse Commune. As a result, the Czecho 
slovak Government has been forced as from January 1, 

] 


128, to insist in still stronger terms on the introduction 


): 
ofa new regime. 

The former monarchy left also a war debt, i.e. the 
war loans and the State obligations for war supplies, 
Although the Peace Treaties imposed on Czechoslovakia 
no obligations in this field, the Czechoslovak Government 
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decided to i ny holders of war loans and deliverers 
of supplies. This was done firstly in 1920 through the 
IVth State Loan, and later, from 1924, by exchange 


against the indemnity obligations. The public debt thus 
increased by more than 5,000,000,000 Ké. 

One must add, too, the so-called State Notes debt, 
l.e. the debt of the State to the Czechoslovak National 
Bank arising from the taking over of the bank notes oi 
the former Austro-Hungarian Bank not secured other- 
wise. This debt has been almost wholly redeemed. 

The political debts are credits granted by Britain 
(originally £826,500), by the United States (originally 
$115,000 000), by France (originally Frs. 258,123,519), 
and by Italy (originally L.190,680,000) for the armz ‘ment 
and the repatriation of the Czechoslovak Legions and 
further the so-calied Liberation Debt (originally Gold Mar 
147,904,405) imposed as a result of the Peace Treaties. 

The conditions of the British debt, which is typical, 
were fixed by the agreement of 1925 (£826,500). _ 
had to be repaid in 1926-1935 by 20 equal semi-annua 
instalments of £53,000 including the amortisation and 

5 per cent. interest of the debt. Britain has so far been 
maid 11} instalments (i.e. £425,029), so that the original 
debt is now reduced to £407,491. The remaining instal- 
ments were suspended by the Hoover moratorium. 

In the first years after the Great War the tasks imposed 
on the State were so considerable that even with the 
most severe economv it was not possible to live on the 
normal revenues. The tasks of political and econcmic 
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reconstruction have been financed in the ordinary way, 
although they involved the nation in considerable 
sacrifices. Czechoslovakia avoided inflation of the cur- 
rency and a special Property Tax served the purpose. A 
balanced Budget was secured as early as 1926. From 
1926 to 193I was a period of consolidation during which 
no new loans were contracted and the existing debts 
were repaid and consolidated. For this purpose there 
was established in 1928 a special fund for the consolida- 
tion of the floating State debt financed out of the super- 
yield of some taxes. This credit policy was interrupted by 
the economic crisis. By 1931 it was again necessary to 
use credits in order to supply the budget deficiencies. In 
the last years the necessity arose of re-armament, to 
provide for the security of the State, which entails extra- 
ordinarilv heavy expenses. The necessary credits wer« 
procured for the most part on the home market and only 
ex won a illy abroad. 

As regards the home market there have been issued 
long term loans and_ short term Treasury Bills. 
While during the period 1926-1931 the State succeeded 
in reducing the Treasury bills circulation—exclusively oi 
thr ‘ee- to seven-year type—to 2,300 millions Ké. , circula- 
tion is now again over 7,000 millions, the bills being nov 
o the most part of one-year type; on the contrary 

heir interest is now considerably reduced, being nominally 
3°75 per cent. and effectively 4 per cent. to 4-5 per cent. 

The long term loans were varied in type; “the 6 per 
cent. loans, considered the standard loans, reached their 
nominal value during the consolidation period and thus 
there was a possibility of their conversion. During the 
period of the crisis the State succeeded in reducing interest 
to 45 per cent. In addition to this the State realised in 
1936 a very important unification, offering holders an 
exchange of the existing obligations for four types of the 

unification loan (44 per cent., 3% per cent., 3 per cent. 
redeemable in 50 years and 3 per cent. non-redeemable). 
Although this exchange was voluntary it was accepted by 
pars all holders; out of 20,600 millions Ké. subject 
to the offer only a little more than 50 millions K€. 
remain unconverted. Of the same type as the unification 
loan are the redeemable 4} per cent. and the 3 per cent. 
loans for State defence issued in 1936. 
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The rates of exchange of the 44 per cent. unification 
loan and of the 4} per cent. State defence loan quoted 
on the Prague Stock Exchange are 97-40; the rate of 
the 3 per cent. redeemable unification loan is 71-0. The 
rates of the State securities have been stablilised now for 
some time by the activity of the Czechoslovak Rediscount 
and Lombard Institute. 

External credits were used by Czechoslovakia only in 

exceptional cases. If we omit the short term post-war 
loans, which already have been repaid, there are only 
the Anglo-American loan of 1922 and 1924, the 7} per cent. 
American loan of 1925 and the French loan of 1932 and 
1937. 
The Anglo-American 8 per cent. loan of 1922 was 
contracted in 1922 in sums of £3,300,000 and $14,000,000 
and the second portion in 1924 in sums of {2,050,000 and 
$g,250,000. The first issue is falling due in 1951, the 
second in 1952 and in both cases repayment to begin in 
1932 was provided for. The unfavourable international 
situation made it impossible to convert this loan. Both 
the interest and amortization services of this loan, the 
yield of which was used for investment purposes, have 
always been carried out without any interruption. The 
major part of the bonds has been repatriated and in the 
year 1936 exchanged against the 4} per cent. unification 
loan. in consequence of this fact there remain out- 
standing, as on —— I, 1938, only bonds in the sums 
of £2,459,900 and $4,187,700. 

In the year 1925 the State contracted in United 
States a at per cent. loan in the sum of $25,000,000 
redeemable in 20 years. However the very favourable 
situation of the State Treasury made it possible to repay, 
according to the respective issue provisions, the total 
amount of this debt in 1928. 

Finally there was placed in France in 1932 an issue 
of 5 per cent. bills 1932-1937 guaranteed by the French 
Government and for their prolongation there were issued 
in 1937 under approximately equal conditions new 5 per 
cent. bills 1937-1942 also guaranteed. The face value 
of the original loan amounted to 600 million francs and 
at the prolongation this value was increased to 
697,074,000 francs in order to cover all the accessory 
expenses. That loan represents the only issue is sued 
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abroad during the difficult period of the crisis and 

the re-armament. 

SITUATION OF THE STATE DEBT AS ON JANUARY I, 1938 
(According to the State Budget for the year 1938) 





Thousands Per 

millions cent. 

Internal secured debt .. oe ii 28:8 61-1 

Internal floating debt .. nF ne 8-0 17-0 

External debt, so-called political debt 5°8 I2°3 
External debt inherited from former 
Austro-Hungarian monarchy’ and 

external debt proper 2°5 5°3 

State notes debt 2-0 4°3 

ToTaL 47°1 100-0 





The State Finances of 
Czechoslovakia 


By Dr. Jan Kozak 


Ministry of Finance 


HE State Budget of the Czechoslovak Republic, 
TT prepared for a financial year which is identical 

with the calendar year, is enacted in the form of 
a Bill passed by the Parliament. The budget is, therefore, 
in two parts, i.e. the Budget Bill and the Budget figures. 
The former called “financial law’”’ and the latter 
forms a supplement to the financial law, and includes 
the details of the State revenue and State expenditure. 

The budget is divided into four sections, closely 
connected and thus arranged: 1. State administration 
proper; 2. State undertakings; 3. Shares in taxes and 
duties collected by the State; and 4. State debt 
administration. 

Section I, the administration budget proper, is divided 
into 21 paragraphs, according to the different depart- 
ments of the administration. Section 2, containing the 
budget of the State undertakings, is divided into para- 
graphs corresponding to the various—at present twenty 
—undertakings. Section 3 contains, first, the details of 
the State funds established for certain special aims, e.g. 
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public roads, maintenance and construction of dams, 
ports, water-ways etc., and, second, fixes the share of 
the State revenues or of some of the State taxes and 
duties assigned to certain funds or for certain special 
aims, e.g. unemployed workers’ support, and help to 
local autonomous bodies, like provincial, district and 
communal administration. Section 4, the State debt 
administration contains particulars concerning the ad- 
ministration of the State indebtedness. All the financial 
vesults of the whole State administration are concentrated 
in Section 1, which is the most important of all for it con- 
tains results of the administration of the State undertak- 
ings (Section 2) and those of the State debt administration 
(Section 4) in so far as these are covered out of the 
current revenue. 

State expenditure in the budget of the State admini- 
stration is divided into ordinary and extraordinary 
expenditures on one side, and into personal and materia! 
ones on the other side. The State undertakings budget 
is divided into investments and exploitation. 

A review of the budgetary administration shows that 
expenditure reached its highest point in 1931, 9,838 
millions K¢é., i.e. about £68,700,000 at the rate obtaining 
May 3, 1938, £1 = 142.25 K¢é. 

During the crisis expenditure was considerably re- 
duced, and reached its lowest point in 1934 namely 7,630 
million Ké={£53,000,000, or a diminution of 2,208 
million Ke. In 1934 there was a deficit to the 
amount of 705 million Ké. (£4,900,000)._ If we remember 
extraordinary unemployment expenditure amounted to 
700 million Ke (£4,900,000), and that the most im- 
portant State undertaking, the State railways showed 
a deficit of 669 million Ké. (£4,700,000), it will be 
seen how economically the State administration was 
conducted that year. These resuits were made possible 
only by a very considerable reduction in personnel and 
in material expenditures. 

From 1934 expenditure began to rise. The budget 
or 1935 shows an expenditure of 7,983 million Keé. 
55,700,000). Expenditure on personnel increased by 
35 million Ké. (£900,000) and material expenditures 
increased by 217 million Ké. (£1,500,000), the latter 
caused especially by a special estimate to cover the 
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purchase of State securities to the amount of 150 
million Ké. (£1,000,000). 

The budget for 1936 showed 8,032 million Ké 
({56,100,000) expenditure, an increase over the preceding 
year of 49 millions Ké (£300,000), 1.e. of I per cent. 
But the internal structure of the budget showed a more 
considerable movement. [Expenditure on personnel was 
up by 176 million Ké (£1,200,000). Material expenditure 
was lower by 127 million Ké (£900,000). Economy was 
realized in the State indebtedness group where the State 
obligation was diminished by 308 million Ké (£2,100,000). 

The budget for 1937 shows better economic con- 
ditions. Expenditure amounts to 8,453 million Ké 
(£59, 000 ,000), an increase of 7 million Ké (4 '2,900,01 10). 
Personnel expenditure is up by 250 million Ké es 1,700,000), 
and material expenditure by 172 million Ké (£1,200,000). 

This budget shows the increase in the requirements for 
State defence. Personnel expenditure is higher in the de- 
partments concerned with security (Ministry of National 
defence and Ministry of Internal Affairs). On the material 
expenditure side the increase is caused by the obli- 
gations contracted under the State defence loan. This 
loan, which is an internal long term loan, was issued 
in two types (3 per cent. and 43 per cent.). The sub- 
scriptions amounted to more than 3,500 million Ké 
(£24,900,000), and the interest service alone requires 
more than 140 million Ké (£1,000,000). The total debt 
requirements are up by 387 million Ké (£2,700,000). 

The State revenues have increased without any 
augmentation of taxes. Indeed, it was possible during 
1937 to give the tax-payer some relief. 

The budget for 19: 38, i.e. the budget for this working 
year, was prepared in the time when the economic 
situation was approaching the level of the boom years 
1928, 1929. The index of production in 1928 was 95.8; 
in 1929, 100; and in 1937 it was 96.3. Foreign trade, 
which in the years before the crisis was, roughly, 
40,000 million Ké. (£279,000,000), was in 1937 only 
23,000 million Ké. (£160,000,000). The budget for this 
year is considerably higher than the budgets ‘of previous 
vears. Expenditure is put at 10,117 million Ké. 
oo arise of 1,664 million Ké. compared with 
1937, and of 2,487 million Ké. compared with the lowest 
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budget in the crisis period and of 279 million Ké. as 
compared with the highest budget before the crisis. 

The Minister of Finance, introducing the budget, said 
that the main reason of the increase was the require- 
ments for defence. This has been provided for on the 
one side in the extraordinary budget which includes credits 
of 2,360 million Ké. (£16,500,000), and on the other 
side in the ordinary budget providing for an increase of 
2,098 million Ké. (£14, 600 ,000). 

It was therefore necessary to raise new State 
revenues to an amount of 1,100 million Ké. (£7,700,000). 
This was done mainly by direct taxes (income tax and 
profit taxes). The proceeds of this increase are estimated 
at about 600 million Ké. (£4,200, 000). About 335 
million Ké was provided for by the increasing of some 
items of the turnover tax, and approximately 160 
million Ké by increases in some indirect taxes—for 
instance, the beer tax and that on artificial food-fats. 

The proceeds of the revenue justify the hope that the 
increased expenditure can be met. Revenue returns for 
the first three months of the current year are up 
311 million Ké. (£2,000,00), i.e. by 13 per cent. as com- 
pared with 1937. 

The total number of inhabitants in the Czechoslovak 
Republic is 15,275,000 and the average State expenditure 
burden per capita is about 662 Ké (£4 3s. 4d.), on the 
—s it can be said the economic and financial politics of 

the Czechoslovakian democracy have been managed so 
prudently that the national economy as well as the public 
finances are now on absolutely solid bases. 





Banking in Czechoslovakia 
By Frantisek Spicka 


General Manager of the Czechoslovak Re-Discount and 
Lombard Institute 


HE principal part in the economy of every State is 
taken by its banking system. Only a credit- 


organisation which can meet the needs of home- 
consumption, an adequate creation of new funds and the 
education of capable leaders and workers can give the 
results desired. The development of bankins g always goes 
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hand in hand with the general economic and political 
development of the State. 

In the old Austria-Hungary there were two centres 
of economic influence and money power, Vienna and 
Budapest. Not only was the political power centred in 
these two cities, they had also the financial power, 
although the economic development took place chiefly 
in the Bohemian countries where was concentrated the 
greater part of the trade. 

Although the preparatory work of the pioneers of the 
Bohemian and Slovakian banking business before the 
great war deserves all acknowledgment, it must be 
admitted that the banking system in the new Czecho- 
slovak Republic could not immediately fulfil the great 
tasks set before them by the new situation. 

During the 20 years of the existence of our Republic 
very great progress has been made. There has been the 
foundation of the banks of issue in Slovakia and later in 
Sub-Carpathian Ruthenia, the creation of people’s sav _ 
banks, agricultural credit societies and other kinds o 
people’s banks on the one hand and the simplification a 
the Slovak banking business on the other. 

It was only after 1918 that a national banking system 
could develop. In that development one can see certain 
definite phases which regularly alternate, but sometimes 
pass into another, signifying either prosperity or the reverse ; 
seasons of good trade and periods of commercial depression 
and even crisis alternate with each other. 

Commercial crises put severe strains on the Czecho- 
slovak banking system. But from the fact that it met 
that strain on the whole unaided, it is clear that it proved 
its great internal strength. 

A series of legal measures were, of course, necessary 
to ward off the worst effect of the domestic economic 
crisis and to increase the income of the State; owing to 
reduced production and diminution of the national 
revenue, the public revenues continuously fell, while 
extraordinary expenditures (i.e. subventionsto unemployed, 
defence expenditures, etc.), were steadily rising. The 
most important of these measures concerned the creation 
of special and ordinary funds, the “‘ banking bill” (ie. 
the prohibition of new banks), the regulation of interest 
rates and a number of fiscal and monetary decrees. 
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The principal types of Czechoslovak banks are :— 

Joint-stock banks and banks with limited liability — 
U atil 80 years ago, our national economy relied mainly 
on the peasantry. The development of industry in the 
cities was only beginning, wholesale trades were not in 
our hands, but concentrated in the countries occupied by 
Germans. The first bank in Prague was a branch of the 
Austrian Credit-Institute of Vienna, established in 1856, 
The first independent bank was established eight years 
later, the Bohemian Discount Bank and even this bank 
was the creation of German industrialists and whole- 
salers. In 1868 Bohemian savings-banks together with 
small workmen and business men founded the first 
Bohemian joint-stock bank, the Zivnostenskaé_ banka, 
to-day our greatest bank. 

A characteristic of our banking business is close 
co-operation with industry. Our banks have a direct share 
in some industrial enterprises. 

Industry developed with us later than in the West. 
Owing to later economic maturity it was not possible to 
rely for final development of industry by rich traders, 
The banks therefore took the initiative and has always 
remained in steady contact with industry. Without them 
industry would never have won its great power and impor- 
tance in so short a time as was the case. 

The Zivnostenska banka was found to act as a prop 
to small pe ople’s banks (savings-banks), our peculiar 
type of bank which relies upon self-aid and reciprocity. 

Up to the end of last century the branches of the 
Vienna banks had a greater importance in the Bohemian 
countries than the home banks. At the commencement of 
this century, however, our banks began to gather new 
strength from the native soil and the great period oi 
development of the Bohemian banks was before the war, 
especially from 1903 to IgI2. 

After the war the Czechoslovak banking system was 
reformed to meet the needs of an independent State. It 
took a great part in freeing native industries from foreign 
capital. The branches of the Vienna banks were national- 
ised and the concentration proceeded in conformity with 
the new tasks of the system to create sound institutes of 
international importance. 

Il. Credit societies —Credit societies, which, accord- 
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ing to their statute s, perform credit business exclusively 
or temporarily, heaiash the legal basis for important 
branches of the savings-banks which are: (I) Savings- 
banksof the typeSc hulze-De litzsch—(a) municipal savings- 
banks and (b) industrial savings-banks; (2) Savings- 
banks of the type Raiffeisen; (3) Credit societies in 
Slovakia and Seb Lecpaiiden Ruthenia - (4) Joint-stock 
centres. 

Of the Schulze-Delitzsch type, there exist more than 
two and a half thousand municipal savings-banks and 
after the foundation of the Republic they took part in the 
subscription of public loans, inviting people to protect 
their own State and thus contributed greatly to the 
amassing of national savings. 

The Raiffeisen type exists mainly in the rural district 
for, as a rule, they are not important, but they represent a 
considerable capital and moral power. 

The importance of the credit societies in Slovakia and 
Ruthenia is steadily growing. Joint-stock centres have 
been established in Slovakia and Ruthenia which are 
doing all kinds of banking affairs. 

Ill. District savings-banks.—The district  savings- 
banks in Bohemia differ, not only by their origin, but 
also by their organisation. Their functions are regulated d 
by the law of 1924, although they go back to the 18th 
century. - = 

IV. Savings-banks.—In 1825 the “ Ceska sporitelna ” 
(Bohemian savings-bank) was founded as an institute to 
induce saving. Its development made even the Austrian 
Government urge the municipalities to establish institutes 
for a similar purpose. The first municipal savings-bank 
was established in Plzen in 1857, an example widely 
followed, and to-day the savings-banks form one of the 
most important branches of the Czechoslovak system. 
The savings-banks, which in accepting funds are subject 
to certain restrictive legislation, have three chief activities: 
they grant mortgage-credits, buy secured loans and shares 
mainly public funds, and _ finally deposit their ar 
with other banks. Now they are required to deposit part 
of their funds with their own centre, the ‘‘ Centralbank of 
Czechoslovak savings-banks’’ and the ‘‘ Czechoslovak 
Re-discount and Lombard-Institute.” The deposits in 
the savings-banks in 1937 exceeded 22 milliards Ké. 
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V. Government Banks of Issue.—These were created 
to assist the private and public economy by granting 
mortgage and municipal credits on long terms. The 
necessary funds are procured by issue of mortgages, 
municipal, electrical and for a time railway bonds. 

The chief of these is the Zemska banka (formerly 
Zemska banka kralovstvi Ceského, founded in 1890). 
They have rendered inestimable service. 

VI. Post Office savings-bank.—Cheque- and savings- 
bank services are provided by the Post Office savings- 
bank, established in October, 1930, as the legal successor 
of the old ‘‘ Post-cheque-office.”’ 

VII. Czechoslovak Re-discount and Lombard-Institute. 
—This was founded in 1934. Its principal task apart from 
looking after the Government loan market, consists in 
assisting the other banks to maintain their liquidity and 
strengthen their security. 

Its mission is twofold. First, it centvalises money and 
puts it at the disposal of those requiring credit. That 
gives the Institute the stamp of permanence. Second, 
it supervises credit and particularly Government loan 
market. 

VIII.—The Czechoslovak National Bank.—This is the 
pillar of the system as the bank of issue of the Republic. 


The Development of Czechoslovak 


Industries 
By Dr. F. Benda 
ae ree the proclamation of Czechoslovak Independ- 


ence in the year 1918, Czechoslovak industry was 

set a difficult task. The territory which this 
industry originally served had changed in extent. 
Before the Great War the territory which is now the 
Czechoslovak Republic was part of a great empire with 
52 million inhabitants; the new State, on the other hand, 
had an area of 140,508 sq. km. (about two-fifths of the 
former Monarchy) with 13-6 million inhabitants (to-day 
about 15 millions). The export trade in Austria-Hungary 
was of comparatively little importance and was directed 
mostly to the Balkans and the Near East and for the 
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greater part by way of Vienna. After the new State was 
founded, a considerable i of what had been internal 
trade became foreign trade, hampered by duties and other 
preventive measures. Czechoslovak preduce at once 
became for its sale dependent on foreign markets for 
about half of the total average, and in some branches as, 
for instance, in glass and china, for 80-go per cent. 
During the first years after the War the old traditional 
intercourse between the economic parts of the old 
Empire which were now the Succession States helped to 
overcome the difficulties. Gradually, however, the ad- 
joining countries built up their own industries and 
‘ompelled Czechoslovak industry to find new cutlets for 
its products. The result of its endeavours was successful. 
Czechoslovak exports in the year 1929 exceeded the ex- 
ports of the whole of Austria-Hungary during the year 
1913 by 8-g per cent. New orientations were more 
difficult for Czechoslovak industry, because not only the 
Succession States, but also the Other Central European 
States had restricted their imports for protective reasons, 
or at least had preferred the importation of raw materials 
and sé mi- manutactared | goods. _For instance, ou nate 
to 40°I per cent. of the total exports of the Empire, 
whereas Czechoslovak exports to Germany in the year 1929 
reached only 19:4 per cent. o the total exports. Austria- 
Hungary exported to Asia (including Turkey) 6-1 per 
cent. of its total exports, the Czechoslovak Republic 
»-g per cent. (excluding Turkey); Austria-Hungary ex- 


J 


ported to Africa 1-7 per cent., Czechoslov: kia 1-8 per 


cent. ; Austria- —— exported to America 4-3 per cent., 
Czechoslovakia sg ) per cent.; Austria-Hungary exported 










O-I per cent. te ; kann. Czechoslovakia 0-2 per cent. 
Ph anion exports to non-European countries 
amounted to 15-8 per cent. in the year 1929, whereas 


those of Austria-Hungary amounted only to 12-2 per 
cent. in the year 1913. 

Persea! pues aN exports, according to the different 
agri dere forestry < snd fishing, 27-5 per cent. ; mining 
and smelting 7-2 per cent., and other industries 65-3 per 
cent. of the ‘total exports. Czechoslovak exports, on 
the other hand, in the year 1929, were as follows : agricul- 
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ture, fishing and forestry, 7-I per cent., mining 4:8 per 
cent., and other industries 88-1 per cent. of the total 
exports. 

The world depression, however, affected this improve- 
ment very seriously. Czechoslovak exports amounted in 
1927 to 20° milliard Ké; in 1928 to 21-2 milliard Ké; 
and in 1929 to 20°5 milliard Ké. After the first years of 
the depression were past, exports unpeoved from the 
lowest point of 5-9 milliard Ké in 1933 to S$ milhard Ké 
in 1936 and to ia 2 milliard Ké in 193 

Leaving the two devaluations of ‘the currency out oi 
consideration, it will be seen that Czechoslovak foreign 
trade in 1937 was lower by about a half in comparison 
with that of 1929, when it was at its highest (imports 20 
milliard Ké, exports 20-5 milliard K¢). Imports in 193 
were only 54:8 per cent. and exports 58-4 per cent. 
of the 1929 total, that is just over one-half. The 
Czechoslovak index of exports in gold values at the end 
of 1937 (1929 = 100) is about 41 per cent., whereas “ 
export average of the world amounted to 45 per cent. 
gold values. 

The Austro-Hungarian monar gd possessed a sea coast. 
The Czechoslovak Republic is an inland State and suffers 
more competition than other exporting countries. It 
has to pay the freight on raw materials from the port to 
the factory and the ireight from inland to port. The 
distance from Prague to the most important ports for 
Czechoslovakia is roughly 650 km. to Hamburg and 
830 km. to Trieste. The shipment of goods on the Elbe 
or on other rivers, by which lower rates could be got, is 
not regular, because of the lack of water in summer and 
ice in winter. It is therefore necessary in such periods, 
even for the transportation of goods in bulk to make 
use of railways, on which transport is rather expensive. 

The total imports of raw materials to Czechoslovakia 
from the time of the World War is estimated at more 
than 120 milliard Ké. During the boom period the 
Czechoslovak Republic paid as much as 10 milliard Ké 
a year to foreign countries for raw materials; during the 
years of depression the import fell to 3 milliard Ké. 

Czechoslovak industry has to procure the greater part 
of its raw materials from abroad and, because it is land- 
locked, under more unfavourable conditions than com- 
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peting countries do, especially those which have their 
own raw materials or are able to procure them from their 
colonies, or can utilise cheap sea transport. 

Czechoslovakia pays for its purchases of raw materials 
from overseas mostly in cash and in foreign bills, while 
it is obliged to sell its products, manufactured from these 

raw materials, partly to clearing States, which often take 

two years to pay. The result of this is a considerable loss 
of interest, unless that is included in the price. Also as 
a result of these transactions the working capital of the 
undertakings concerned is tied up to a considerable 
extent. 

The two devaluations of the Czechoslovak currency 
carried through in the years 1934 and 1936, the result of 
which was a reduction of the gold content of the Ké 
(altogether one-third of the gold content) were the result 
of devaluations in other countries. 

The period from the foundation of the Republic up 
to the beginning of the world crisis was one of far-reaching 
social reforms. In 1918 a law was passed fixing the 
working week at 48 hours. Further, there were passed 
laws extending the scope of social insurance, which had 
been in force before the Great War. In 1924 a law was 
passed concerning health, invalid and old age insurance. 
Paid holidays tor all workmen are also embodied in a 
law. During the crisis a number of regulations were 
passed to prevent a fall in wages, etc. The burden on 
the industrialist from such measures is estimated approxi- 
mately at 16 per cent. of the wage bill, whereas the 
average similar burden before the Great War amounted 
to about 7 per cent. 

The financial burden on Czechoslovak industry imposed 
by internal taxes and duties is very considerable, and 
because of the financial needs of the hour, is heavier than 
in many other countries. 

Business relations between Czechoslovakia and Great 
Britain are characterised by their very liberal mutual 
judgme nt of economic realities. Even during the deepest 
days of the depression the mutual exchange of goods was 
quite large and business went on smoothly, for neither 
of the two States thought of checking its imports by 
payment restrictions or limitation of imports. 

There is still in force the agreement signed with 
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Britain on July 14, 1923. This is consequently one of 
the oldest Czechoslovak treaties still functioning and 
from the time of its signature has had no need of essential 
change. 

Great Britain takes after Germany and the U.S.A. 
third place among the countries which are our most 
important customers. In 1937 goods to the value of 
694°6 million Ké were imported from Great Britain, and 
goods to the value of 1,039 million K¢ were exported 
there, so that this exchange of goods resulted in a credit 
balance of 344°5 million Ké. This credit balance is 
compensated for by the total imports of raw materials 
from other parts of the British Empire. It is especially 
so with British India with which our debit balance 
amounted to more than 300 million Ké in the year 1937 

The importance of the Czechoslovak market for the 
British exports is to be seen best from the fact that one 
Czechoslovak inhabitant consumes English goods to the 
value of about 46 Ké a year, whereas in Great Britain 
the consumption of Czechoslovak goods amounts to but 
one-half of that amount. 

Great Britain takes a leading position in imports of 
a great number of articles to Czechoslovakia. Imports 
of wool and woollen articles reached in 1937, 179 mil- 
lion Ké. The next largest item in British imports to 
Czechoslovakia is base metals (84-6 million Ké). Cotton 
goods were imported to a value of 76-7 million Ké. 
Czechoslovakia also imported in the same year iron goods 
(54:3 million Ké) and machinery (50-2 million Ké), the 
greatest part of which were textile machines. 

To Britain Czechoslovakia exported especially leather 
and leatherware, such as shoes and gloves (136 million Ké), 
glass of all kinds, chiefly refined glass (135 million Ké), 
hardware (105-4 million K@), silk goods (100-9 mil- 
lion Ké), wood (30-4 million K¢), wood products (- 
million Ké), chemicals (22-8 million Ké), sugar (1 
million Ké), etc. 

The total share of Great Britain in the Czechoslovak 
market shows a rising tendency. This share amounted 
in 1929 to 4-1 per cent., and in 1937 to 6-4 per cent. of 
the total Czechoslovak import. Czechoslovak exports to 
Britain improved in the same period from 6-9 to 8-7 per 
cent. 
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Czechoslovak industry has gone through hard times 
and is struggling under rather unfavourable conditions. 
It maintains its position by solidity, honesty and per- 
sistent industry. It has never got and has never asked 
for export subsidies or other supports for its exports, 
but it has gained the confidence of all nations and will 
retain it. 


Room for Forty Million People 


The Development Possibilities of 
the Czechoslovak Republic 


By Dr. h.c. J. A. Bata 


“Ww ACK of space to move in” is a feeling which is 
L widespread among the nations to-day, and ulti- 
mately it is the idea that the land available is 
not enough for populations to grow in that is responsible 
for the present day political tensions. It is to diplomacy 
that the task of easing these tensions falls, but diplomacy 
is not capable of dealing with their fundamental causes. 
The task of giving new space for development is one that 
can be achieved only by the economist and the technician. 
The economist has worked steadily at that task. It 
is due to him that in the last hundred years Europe has 
found it possible to treble her density of population, and 
at the same time witness a definite rise in the standard 
of living of her peoples, while overseas great areas of land 
have been made suitable for European settlement. But 
the economists have failed to show to the world the 
immense possibilities which still exist in this sphere. 
Instead of announcing to the world that modern technique 
can create living room for everybody, they have let the 
nations, out of sheer fear for their existence, try to 
over-exert themselves in seeking that living room, and 
so dissipating those energies which are necessary if new 
room to live is to be created. 

Let us avoid all Utopianism. Do not let us ask how 
much new space in which to expand can be found in the 
world when progress offers us the technical resources 
which we do not yet possess. Let us remain calm in 
view of the actual scientific, political and technical 
possibilities. The Czechoslovak Republic at present has 
a population of about 15,000,000 persons. If we fully 
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and rightly use the technical resources at present 
available, it cannot but be possible within a predictable 
time to provide that, in a land richly endowed by nature, 
there will be a density of population per square kilometre 
at least as high as is possible to-day in Belgium. That 
means that in the Czechoslovak Republic there is room 
for 40,000,000 pe ople. 

The place which our country holds in the political 
complex called Central Europe, has often brought us 
into the first place in international political discussion. 
It is a pity that our economic structure has not been 
civen equally careful consideration, although it even now 
offers interesting and Agee possibilities for the 

capital-exporting countries of the West. The Western 
Ei iropeans as a rule know only the industrialised part of 
our State. They know the parts in the north-west, 
Bohemia and Moravia, while the south-eastern parts, 
Slovakia and Sub-Carpathian Ruthenia, are virtually 
terre incognite. Yet these two latter territories offer a 
field for economic activity whose possibilities can hardly 
be exaggerated. Agric ulture is still extensive; the im- 
mense timber resources of the ( varpathians cannot yet be 
fully exploited because of the lack of transport facilities 
the treasures of the sub-soil still await the exploration of 
the geologists. If these two territories were raised 
the present condition of Bohemia and Moravia, they alone 
could offer living space to many millions. 

There can be no doubt at al! that in the twenty years 
that have passed since the Czechoslovak Republic was 
founded we have not been yet able even in Bohemia and 
Moravia to exploit their economic resources to the extent 
to which, thanks to the work of generations, the peoples 
ot the West have been able to exploit the resources of 

respective countries. If we could only achieve 
What is to-day in England, Holland and Belgium taken 
as a matter of course, and what, therefore, is in no way 
Utopian, then my vision of the future—our State in a 
position to maintain double and treble its present popu- 
lation—would necessarily be a practical reality. 

My convictions on this point were so strong that last 
year I expressed them in a book which I called “ Let us 
build a State for a population of 40,000,000."" The 
sensation which it created throughout the country was 
very great. Although among the many plans and 
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proposals in it this one and that was violently opposed, 
although the figure of 40,000,000 was derided as absurd 
by this or that critic, yet its main thesis was as a rule 
understood and generally accepted. That thesis was that 
enterprise, able organisation and devoted labour could 
accomplish what seemed to be the impossible. 

Until 1918 the Czecho-Slovak Republic was part of the 
Austro-Hungarian monarchy and the whole activities of 
the territories now forming our State were directed in 
that monarchy’s interests. Nearly all their railways and 
roads went to Vienna like the rays of a star, while cross- 
connections were never constructed. The result was that, 
after independence was won, all our important transport 
ways were arranged like the stripes on a zebra. There 
were no east to west connections such as alone could 
permit of the welding of our long narrow country into an 
economic unity and make possible an intensive exchange 
of products between the industrial areas of the west and 
the agricultural lands of the east. 

In the years between 1918 and 1938 much has 
happened to bring nearer a solution of this, our main 
problem. Cross-connections have been made which unite 
the old transport ways. But we still need to construct 
a completely new road and rail system, which will unite 
every part of our country from northern Bohemia to the 
frontier of Rumania. Its construction would bring into 
easy circulation the ores and agricultural produce of 
Slovakia, and so fulfil the essential condition for a 
profitable exploitation of its material resources. A vast 
area, with immense reserves of raw materials and unused 
water power, would at a stroke be opened to private 
capital investment, and therewith would be made an 
invaluable customer of the industries of Bohemia and 
Moravia. A few figures will explain the situation :— 

Great Britain has 118 kilometres of roads per 100 
square kilometres; Czechoslovakia only 50, and most of 
her road system is confined to the north-western part of 


the State :— 


Bohemia... .. 71% Km. per 100 sq. Km. 
Moravia aod -. 59°5 Ss - - 
Slovakia 4 ». 29°75 ” a 
Ruthenia .. .. 18°75 - ra 


Britain possesses 47 telephones per 1,000 inhabitants ; 
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Czechoslovakia 12-7. Of the 15,734 administrative dis- 
tricts in Czechoslovakia only 2,808 are connected to the 
central telephone system. 

In addition to the development of internal transport, 
we have certain peculiar transport problems. The water- 
shed between the North Sea, the Baltic and the Black Sea 
runs through Czechoslovakia, and in no other part of 
Europe is the distance between rivers flowing north and 
rivers flowing south so small as it is in Czechoslovakia. 
For centuries the scheme has been considered of con- 
necting the Elbe, the Oder and the Danube by a canal 
system in Czechoslovak territory, and thereby making 
possible inland water transport between the North Sea, 
the Baltic and the Black Sea. The Austro-Hungarian 
monarchy never had the power to carry out this plan, 
although at that very time great canal schemes had been 
successfully carried through elsewhere. 

If Czechoslovakia were able to accomplish this great 
task, not only would it open up new possibilities for its 
products, but it would vastly improve its trade position 
in Europe generally. The stream of international trade 
which at the moment leaves Czechoslovakia on one side, 
would then flow through it to its great profit. 

Czechoslovakia is no great country in extent. Even 
if there is full exploitation of all its possibilities, it will 
still depend on very close political, economic and cultural 
co-operation with the west. For that reason, any 
attempt to secure internal development at the cost of 
losing its connections with other countries must be 
avoided. The only method of realising the development 
so much desired is one by which unrestricted creation of 
internal credit is renounced, the currency is kept intact 
and nothing is done to make international payments 
more difficult. Our conduct corresponds to this funda- 
mental thesis, for we do not educate our youth to cultural 
autarchy, but to a sense of world solidarity. 

Admittedly this course can succeed only if we can 
obtain outside assistance. The natural ally of a young 
country seeking for greater development is a free capital 
market, the participants in which are not content with 
investment of capital in bullion, but are ready to place 
their capital where there is still treasure to be won. 
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The Oder-Danube Canal 
By O. Federer 


General Manager of the Vitkovice Mines, Steel © Ironworks Corporation 
of Mor. Ostrava, Czechoslovakia.* 

INKING together seas by artificial waterways is 
one of the outstanding technical achievements of 
modern times. The benefits accruing therefrom to 

mankind, such as the Suez and Panama Canals, are too 
well-known to require elaboration. Various projects are 
awaiting realisation and among these the Oder—Danube 
Canal can claim a special place. Through the con- 
struction of a channel of hardly 140 miles, direct 
communication between the Baltic and Black Sea of a 
length of about 1,740 miles would be established. It 
would be another triumph of technical science, thus joining 
up and complementing the waterways given by Nature, 
and a feat of extraordinary importance under the specific 
conditions prevailing in Central Europe. This water 
route would run through Germany, Czechoslovakia, 
Hungary, Yugoslavia, Bulgaria and Roumania. It is, 
therefore, obvious that apart from its economic aspect, 
it would inherently influence the political relations between 
the countries concerned. Nor are these considerations 
limited to these States, but having regard to the com- 
plicated nature of the economic and political structure 
of Central Europe, they are certain to engage the interest 
of the entire Continent and, last though not least, that of 
Great Britain. 

The projected Canal would extend, as it were, 
sea coast available for maritime trading, would shorten 
the connection between the Baltic and the Black Sea, 
a feature not to be overlooked from the international 
pc int of view, and would, above all, provide cheap means 
of communication with Central Europe, opening up to 
oversea trade an area both thickly populated and in- 
dustrially highly progressive, whose markets are, by no 
means, yet fully developed. 

An even more important feat uture is 5 per haps the con- 





* It m: Ly be of interest to British readers to learn that the 
Vitkovice Corporation is the largest concern of its kind in Czecho- 
slovakia. 
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tribution towards political appeasement that may be 
expected to result in Central Europe and which cannot 
be a matter of indifference to the States of Western 
Europe. Intensive economic relations make for political 
friendship, and every step facilitating trade is also apt 
to promote a better understanding between nations. It 
may be mentioned here that it is just in Germany where 
the advantages offered by cheap water routes are fully 
appreciated. Germany sees her crowning effort in this 
domain in the building of the Oder—Danube Canal, 
which, of course, cannot be realised without the co- 
operation of Czechoslovakia. This co-operation Czecho- 
slovakia is not only willing but anxious to give and to do 
what it can in bringing about an economic link of inter- 
national importance that may well play a part in the 
peaceful development of the Europe an political organism. 
Germany through her initiative readiness to participate 
in a work of peace connecting up two open seas is demon- 
strating her desire to do her share in building up the 
economic life of Europe. It would, incidentally, bring 
within easy access many of the raw materials and primary 
products which Germany needs, such as oil, wheat, etc. 
A full-hearted response is assured in Czechoslovakia 
not only from the industrial and trading community 
immediately concerned, but also on the part of the 
Czechoslovak Government. Both the President of the 
Republic, Dr. Ed. BeneS, and the Prime Minister, Dr. 
Milan Hodza, show the greatest understanding for the 
scheme. 

The necessary data to form a basis for the Czecho- 
slovak portion are being elaborated, both from the 
technical as well as from the economic and financial point 
of view. It it estimated that the outlay for the Czecho- 
slovak section will not exceed £13,000,000, and con- 
servative calculations indicate that, assuming an interest 
cost of 6 per cent. on this capital sum, the Canal will be a 
paying proposition, as soon as it is opened to traffic. 
The time of construction is put at six years, which is 
considered ample to proceed on the most economic lines. 

Czechoslovakia is seriously studying the problem 
from the financial point of view in the endeavour to solve 
this question within the framework of her own economic 
possibilities, but any support in this direction coming 
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from Great Britain would certainly not fail to help in 
solving the financial problem, but also endow the scheme 
with a wider sanction. It would bea practical recognition 
of its beneficial effects in the international field and 
would certainly be welcomed and acknowledged as such, 
not only by Czechoslovakia but also by Germany. 
Czechoslovakia has spent on her internal waterways 
a sum equivalent to about £8,000,000 in the course of the 
last 10 years and will also in future years provide out of 
her budget a similar sum for further extending her net 
of communications by water. These would act as feeders 
to the Oder—-Danube Canal, without any charge on the 
latter. 

To sum up, this Canal may rightly be claimed to 
be a scheme worthy of the widest support, especially 
as it can be established on a sound commercial basis. 


The Czechoslovak Coal Industry 
By Dr. O. Krulis Randa 


Managing Director of the Czechoslovak Mining and Iron Works Co. 


ZECHOSLOVAKIA is the only State, having a 
( notable output of coal, which does not possess any 
direct access of its own to the sea. This conti- 
nental position, whilst limiting to a certain extent the 
country’s industrial expansion, has at the same time been 
the indirect cause of the development of the coal industry 
in the right direction, as its sponsors have ever been 
keenly sensible of the need to counteract as far as possible 
the disadvantages of such a position by technical per- 
fection and good organisation. That is one of the chief 
reasons why this country’s most important coal-bearing 
region, the Ostrava-Karvinna Coal Basin, which of all 
Czechoslovak coal-fields is most directly interested in 
export trade, is one of the most perfectly equipped 
technically in the whole of Europe. As much as 98 per 
cent. of the total amount of coal produced in this region 
is worked by mechanical means, thus ranging the Ostrava- 
Karvinnd Basin side by side with the most up-to-date 
continental coal-fields, such as those of the Rhine-West- 
phalian or the Belgian Basins. 
E E* 
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The Czechoslovak coal industry bases its wealth 
mainly on two large carboniferous regions, viz., the 
Bohemian Lignite Basin, that runs roughly parallel with 
the north-western frontier of Czechoslovakia, and the 
Ostrava-Karvinna Mineral Coal Basin, near the Polish 
and German frontiers. The various small coal-bearing 
districts, such as the Kladno Basin, not far from Prague, 
and the Plzen Basin, where mineral coal is mined, the 
small carboniferous region surrounding Svatonovice in 
north-eastern Bohemia, the coal-field of Rosice, near 
Brno in Moravia, and finally, the Handlova lignite 
region in Slovakia, are more or less of only local import- 
ance. 

The total output of mineral coal in the year 1937 was 
16-95 million tons, of which 12-95 million tons came 
from the Ostrava coal-fields, whilst the total output of 
lignite amounted to 18-04 million tons, 13-37 million 
tons of which were mined in the Bohemian Lignite 
Basin. 

The Bohemian lignite mines were before the war 
dependent on Germany for the sale of half, and later of 
about a third, of their total output. When, during and 
after the war, the mining of lignite and the production of 
briquets from that brown coal was developed in Germany, 
the export trade in Bohemian lignite fell to about a third 
of its former height, and is now about Io per cent. of the 
total turnover of that district. The former export trade 
in lignite with Austria has now almost completely ceased, 
as that country protects its own lignite mines with high 
tariffs. 

It was the Ostrava-Karvinna coal that gave the main 
impulse for the great development of the heavy industries 
in that region, the cokeries, blast furnaces, iron and steel 
works, chemical works etc. The balance of the coal mined 
there, that is to say the surplus left after the needs of that 
industrial region had been satisfied, mostly went south, 
mainly to Austria and Hungary, neither of these two 
countries possessing any mineral coal of their own. 

The general distribution scheme of mineral coal and 
lignite corresponds to the industrial character of the 
Czechoslovak State. In the case of both qualities of coal, 
a large proportion of the total output, more than 40 per 
cent., is used for industrial purposes. Much of this is 
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employed for the production of coke, although the per- 
centage used in this way follows the ups and downs of 
the market. In favourable years, such as 1929 or 1937, 
about 30 per cent. of the total Ostrava-Karvinna coal 
output was turned into coke. Approximately 12 per cent. 
of the total output of both types of coal is sold for trans- 
port purposes. 

There is, on the other hand, a very material difference 
between the relative importance of mineral coal and 
lignite for house-heating purposes. In the case of 
mineral coal, the proportion used for heating is only about 
8 per cent., whilst that of lignite is more than 25 per cent. 
Approximately 14 per cent. of mineral coal is exported 
abroad, whilst about 11 per cent. of the total output of 
lignite leaves the country. 

This distribution of the output acts as a regulator of 
the structural development of the mineral coal and lignite 
mines. The state of employment of the mineral coal 
industry closely follows the movements of the production 
of iron and steel, whilst it is rather the changing situation 
of the industries producing articles of daily use that 
affects the sale of lignite, which has, too, a useful support 
in the demand for house-heating fuel, a demand that does 
not suffer such large variations in magnitude as does that 
for industrial lignite. Mineral coal, on the other hand, 
has a much greater radius of action in regard of foreign 
sales. If we follow the development of the coal trade for 
the last 80 years or so, we find that the lignite industry 
was the more important before the war, whilst it is now 
the mineral coal industry that takes first place. This is 
due partly to the loss of the greater portion of the German 
lignite market and partly, too, to the perfecting of the 
various technical methods of utilizing coal that has led in 
certain classes of consumers to a greater demand for 
mineral coal with a high coefficient of heat, such as for 
instance in the case of the railways. 


TRADE DEVELOPMENT 


The trade movements of the Czechoslovak coal 
industry were for the one part dependent on the changing 
situation in the country itself, but to a certain extent 
also on the conditions in the international coal markets, 
owing to its participation in foreign trade. In the post- 
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war period, a maximum output was achieved in 1929, 
whilst the lowest depression was recorded in 1933. Since 
1934, a gradual rising tendency became noticeable which 
accelerated considerably in 1937. The very material 
increase in last year’s output was most remarkable in the 
case of mineral coal, where a figure of 16,951,000 tons 
was reached, this being 37-2 per cent. over the output of 
the preceding year and even 2:4 per cent. higher than the 
hitherto maximum production of 1929. A_ similar 
tendency in the production of lignite has been delayed 
somewhat, so that the output in 1937 of 18,042,000 tons 
was only 12-3 per cent. higher than that of 1936 and 
about 20 per cent. below that of 1929. This dispropor- 
tion shows that the sharp rise in the employment of the 
mineral coal mines was to some extent due to extra- 
ordinary factors. These were on the one side the increase 
in production on the part of the iron and steel industry 
which, similarly to the developments in every other 
country, was not merely a seasonal increase, and on the 
other the very considerable improvement in the Ostrava- 
Karvinna coal-fields’ export figures for coal and coke last 
year. 

Of late years the sale of Ostrava coal and coke has 
been extended even farther south as far as Italy and Yugo- 
slavia, and Czechoslovak coke has also penetrated into 
the northern states and into France. This is due both to 
the excellent properties of our coal and coke, and to the 
generally increased demand for coke that, for a time, 
resulted last year in almost a coke famine in the inter- 
national markets. It is not for the first time that our coal 
has reached the Italian consumer; during the great strike 
in the English mining industry in 1926 and 1927 it was 
likewise to be found down there, and for a short time 
even Great Britain came to know Czechoslovak coal. 
This export trade to the south, although for us of primary 
importance, hardly affects British coal interests in Italy, 
since the 700,000 tons that we supplied to that country 
in 1937 cannot seriously threaten British coal either 
from the point of view of quantity or of price. 

The upward trend in the economic life of Czecho- 
slovakia still continues as a whole, even if some branches 
of industry have recently experienced a certain falling 
off in sales. On the future general trend depends also the 





COAL INDUSTRY 357 


further development of the coal trade of this country. 
The endeavours of the Czechoslovak manufacturers to 
open up new markets for their products abroad, that are 
meeting with considerable success in particular in the 
western world, and quite especially in England and the 
United States, coupled with the sincere desire on the 
part of our Government for international cooperation in 
the field of political economics, may perhaps justify the 
hope that the recent very gratifying improvement in 
Czechoslovak trade will not sutfer r any serious setbacks for 
quite a long time. 
ORGANISATION 

Our coal industry is keenly aware of the extent to 
which the success of their work depends on the degree of 
perfection the organisation of their trade and commercial 
interests attains to. Almost the whole of Czechoslovakia’s 
mining interests are united in the Colliers’ Association 
with headquarters in Prague. The various markets and 
thus, too, the production in the various coal-fields were 
jointly divided up strictly in accordance with local 
conditions and the pressure of competition met with there. 
The endeavours to organise commercial interests have 
to-day reached roughly the following position : 

The collieries in the various main districts are 
united in joint sales organisations or cartels. The Ostrava- 
Karvinna cartel and that of the large collieries in the 
Kladno Basin themselves sell all of the coal produced by 
their members, whilst the Bohemian Lignite Fields have 
two cartels that only regulate prices and quotas, the 
‘“Mosta ”’ cartel for the Most district, and the “ Falko ”’ 
cartel for the Falknov district. All of these local organisa- 
tions, together with the rest of the smaller coal- fields, 
are members of the central organisation “‘ Uhlospol ”’ in 
Prague, which for the present has in the main only an 
organisatory role, endeavouring with the help of the 
individual member-districts still further to improve and 
perfect the present system by placing production and 
distribution on a more uniform basis. This organising 
body, which is absolutely voluntary, was formed entirely 
at the instigation of the industry itself, and with the 
assent of the Government, but in no way can it be said 
to be under the patronage of the Government. Its object 
is to prevent unhealthy competition between the various 

E E** 2 
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collieries in the Home Market and, in the case of those of 
the coal districts conducting an export trade, to ensure 
uniform action in foreign markets. 

The participation of Czechoslovak coal in international 
trade, even if insignificant from the point of view of the 
great coal- -producing countries, naturally awakens the 
interest of our mining industry in any efforts made to 
regulate internationally the competitive conditions reign- 
ing in the international coal market. I fully believe 
that, despite the many obstacles lying in the path leading 
to the attainment of that object, ‘international collabora- 
tion will nevertheless finally become an accomplished 
fact. The coal industry of Czechoslovakia is organised 
ready to cooperate, but the achievement of such an ideal 
depends of course on to how great an extent the interests of 
all those states wishing to participate in an international 
coal convention can be made to coincide. 





Czechoslovak Foreign Trade 
By Dr. F. Fafl 


Secretary General of the Chamber of Commerce and Industry, Prague 


HE evolution of Czechoslovak foreign trade is 
reflected in the following table :— 
Balance of trade 





active+- 

Year Imports Exports passive — 

Cz. k. ’000 Cz. k. ’000 Cz. &. = 
1920 23,912.315 28,514.619 - 4, 602. 
1921 23,685.366 29,457-998 5,772. iat 
1922 13,477.619 19,632.869 + 6,155.250 
1923 10,820.892 13,903.332 +- 3,082,440 
1924 15,854.703 17,035.375 - 1,180.672 
1925 17,618.111 18,821 118 + 1,203 007 
1926 15,270.671 17,856.559 + 2,597.888 
1927 17,961.632 20,135.435 + 2,173.806 
1928 19,207.903 21,224.211 - 2,016.308 
1929 19,987.858 20,498.869 511.011 
1930 15,714-503 17,473-732 ~ 1,759.229 
1931 11,800.535 13,149.393 - 1,348.858 
1932 8,157.914 7 391.890 760,024 
1933 6,125.196 5,923.023 202,173 
1934 6,391.5606 7,287.549 895,983 
1935 6,743-174 7,946.649 1 ,203.475 
1936 7,915.215 8,036.368 121,153 


1937 


10,966.274 


T1,981.583 


- 1,015.309 
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When comparing the individual years one has to 
remember that in 1922 the value of the Czechoslovak 
crown rose, that this rise had been accompanied by a 
serious deflation crisis also affecting foreign trade, 
and that in the years 1934 and 1936 the crown was 
devalued each time by about 16 per cent., totalling 30 
per cent. altogether. 

The trade in precious metals and coins represents on 
the average under I per cent. of the total trade, the only 
exception being the somewhat larger imports in the years 
of crisis 1932-33, it is therefore of little significance. 

The larger part of the imports, averaging 50-60 per 
cent. comprise raw materials; on the other hand 64-70 
per cent. of the exports consist of manufactured articles. 
Imports of agricultural products show a declining ten- 
dency since 1924, from 46-6 per cent. to 34-2 per cent. 
In exports manufactured articles are preponderant and 
constitute 82-89 per cent., whereas the portion taken by 
the agrarian products moves between 8-11 per cent. 
This preponderance of manufactured articles in the 
exports corresponds on the whole with the economic 
structure of Czechoslovakia, which is chiefly an industrial 
country, although with a strongly developed agriculture. 

Czechoslovak foreign trade is rather varied. In 
industrial exports, especially, one finds a great number of 
heterogeneous articles emanating from most industrial 
branches. The most important of these are textiles, 
ready-made articles of clothing, articles made of metals, 
machines, coal, glass, ceramics, leather and leather 
articles, wood and articles made of wood, cellulose, paper, 
sugar, malt and chemicals. 

Czechoslovak industry uses only partly raw materials 
obtained at home. The greater part of her needs have to 
be imported from abroad. Consequently, the Czecho- 
slovak export trade is chiefly in finished products, manu- 
factured substantially of foreign raw materials. Czecho- 
slovakia competes on the world markets primarily by 
quality, all the more, because her geographical position 
is less favourable for foreign trade, so that her exports 
have to overcome the disadvantage of distances from 
the sea both through the quality and the price. 

Foreign trade is of primary importance to Czecho- 
slovakia’s balance of payments. The economic welfare 
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of the country and of the inhabitants largely depends on 
its results and activity. 

In the evolution of Czechoslovakia’s foreign trade 
there is apparent a rising trend up to the year 1929. 
Czechoslovakia has inherited the major part of the former 
Austro-Hungarian industry, but there is a considerably 
smaller internal market for her, so that her industry 
depends much more on her exports, than it did before the 
war. That of course led to a new orientation in many 
directions, 

Having overcome the difficulties of the first after-war 
years and the heavy inflation crisis in 1922-23, Czecho- 
slovak economic conditions were gradually consolidated. 
Czechoslovakia retained the old Austro-Hungarian custom 
tariff of 1906 which has been only partly adjusted to the 
new conditions. The custom-protection has been supple- 
mented by import and export control, but this was gradu- 
ally eased as the consolidation advanced. In her endeavour 
to secure markets for her exports, Czechoslovakia extended 
the net of her commercial treaties, which were based on 
the most favoured nation clause, and also concluded 
tariff agreements with the more important countries. 
Czechoslovakia, as a State with great export interests, 
actively participated at all the more important economic 
conferences. 

The international economic crisis, beginning in 1929, 
was manifested by the sharp decline in foreign trade. 
The value of exports fell in the year 1929-1933 to 28-6 per 
cent. This heavy fall is partly explainable by the heavy 
fall in prices. Since 1934 a revival has been taking place, 
but it has progressed more slowly in foreign trade than in 
production and home trade. Progress was accelerated in 
the year 1937, when the value of exports rose again to 

58-4 per cent. of those in the year 1929. The total 
increase in trade in goods in the years 1933 to 1937 
amounts to 88-1 per cent. in imports and 104:5 per 
cent. in exports. 

During the heavy economic crisis protective measures 
by the Government in the direction of managed economy 
in agriculture and partly also in industry were obviously 
necessary. Protection through custom-duties was 
strengthened by a revision of the agrarian and also of the 
industrial duties in the years 1930 and 1933. The 
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regulation of imports of corn and of animal products was 
entrusted in 1933 to the Corn and Animal Produce Syndi- 
cate. In 1934 the Corn Monopoly was created. Foreign 
exchange control was reintroduced in the year 1931 and 
in 1932 a special Foreign Exchange Commission was 
established to check imports and exports beside the 
existing control of the Ministry of Commerce. In the year 
I93I insurance of export credits and state guarantees 
were introduced. In 1934 an Export Institute, to foster 
exports, was established. 

The net of commercial agreements was being extended 
also during the years of crisis, especially with distant 
overseas countries. Owing to the growing obstacles to 
imports in foreign countries it appeared necessary to 
supplement the commercial treaties with numerous 
and frequently revised quota, payment and clearing 
agreements, the bilateralism of which was not too 
favourable to Czechoslovak trade. 

During the crisis certain changes in the structure of 
Czechoslovak foreign trade were effected. Owing to 
the autarchic tendencies importation of agricultural 
products has been limited, affecting principally the 
importation of cattle and pigs, wheat and wheat-flour. 
As to wheat, this change has been brought about partly 
by the increased cultivation of wheat, caused by the 
diminution of exports of sugar and of the sugar beet 
cultivation area. The heavy decline in imports of raw 
materials and exports of manufactured goods is 
explained by the world crisis. 

Certain necessary changes in production, however, 
took place, and heavy unemployment developed, especially 
in the industrial frontier districts, the seat of the textile, 
glass and china industries, set in. Here even recently a 
complete revival has not yet taken place. 

Also in the orientation of foreign trade in the years 
of crisis certain changes were necessary. Czechoslovakia’s 
foreign trade has always been mainly directed to Europe, 
where it had secured old markets, notably in Central 
Europe, in the Succession States, in the Balkans and in 
Germany. 

In the year 1929 the European imports to Czecho- 
slovakia amounted to 85 per cent. of the total imports 
and exports to European countries to 84-2 per cent. of 
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the total exports. In the year 1936 the European imports 
were represented only by 75-2 per cent. and the exports 
by 76-7 per cent. The remainder went to the other 
continents. This comparison shows that trade with non- 
European countries declined relatively less and has been 
revived more quickly than trade with Europe. Czecho- 
slovak exports in 1929 were headed by Germany, Austria, 
The United States of America, Great Britain and the Little 
Entente. In the year 1937 the United States moved to 
the second place, whereas Austria receded to the fourth 
place. The main old Central European markets have to 
a certain extent been lost during the years 1929-37. 
Participation of these countries in the Czechoslovak 
trade—with the exception of the Little Entente, declined, 
as is shown in the following table :— 
1929 1937 
Imports Exports Imports Exports 








% % % % 

Little Entente oa a 9°4 8-6 0°4 
Austria, Hungary 12-6 21°4 5°7 eee 2 
Poland 6:5 4°3 2°5 I°9 
Bulgaria 0-6 0-9 0-9 0°7 
Germany 25°0 19°4 15°5 13°7 
Italy 2°3 2°7 2°2 3 O 
Total 5I°I 58-1 35°4 38-9 


This diversion of trade is to some extent due to pay- 
ment and exchange obstacles. In comparison with 
the year 1929 = 100 the index of Czechoslovak imports 
and exports with regard to the two categories of 
countries was this: 


1933 1937 
Imports from the unrestricted countries 33°1 73°5 
Imports from restricted countries 26-4 41°7 
Exports to the unrestricted countries . 37°0 85°4 
Exports to restricted countries 23°9 43°4 


Czechoslovakia’s foreign trade with the free countries 
receded to a lesser extent and revived more speedily 
than with those fettered with exchange restrictions. 
Trade naturally moves more easily to those countries 
where imports are relatively free. From 1933 to 1937 
Czechoslovakian imports from the free countries, 
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especially those of the sterling area and U.S.A., rose by 
122°3 per cent., and exports by 130-6 per cent., whereas 
imports from the restricted countries rose only by 57°5 
per cent., and exports by 82 per cent. 

From this follow two important objects for the Czecho- 
slovak commercial policy : first to strengthen the expan- 
sion to the more remote markets and secondly to hold and 
deepen economic relations with Central Europe in har- 
mony with the efforts of the Economic Little Entente 
and of the wider scheme of the Prime Minister Dr. 
Hodza, aiming at an economic rapprochement of Central 
Europe, naturally in agreement with Germany and Italy. 
Czechoslovakia, depending to a great extent on foreign 
trade, follows with a great interest every effort for the 
successive emancipation of the world trade from the 
existing restrictions. 

The Anschluss and the economic assimilation of 
Austria and Germany will bring certain changes in the 
structure of the mutual trade of Czechoslovakia with 
these countries. Greater Germany will retain the first 
place in the Czechoslovak foreign trade. The commercial 
treaty with Austria, which was the greatest Czechoslovak 
treaty, the control of imports and the payment agree- 
ments, are the subject of commercial negotiations with 
Germany which are taking place now. There is a 
question, too, to what extent the old relations between 
Czechoslovak and Austrian industries can be maintained 
and whether Vienna will retain its former function as an 
important commercial centre for Czechoslovak exports, 
especially to Central Europe and the Balkans. 

Through the Anschluss Germany has become the 
greatest Danubian country, which means, of course, a 
change in the situation in Central Europe. 





Czechoslovak Agriculture 
By Dr. Ladislav Feierabend 


HE first task in the organisation of Czechoslovak 
Agriculture was to assure soil to the cultivators, 
and this was done as early as 1919 by the Land 
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Reform scheme. Up to the end of the War 245 big 
landed proprietors in Bohemia owned more than 2,000 
hectares (5,000 acres) each, their estates representing 
38-3 per cent. of the whole area of the country. Of the 
total area of 14,000,000 hectares, the land reform dealt 
with 4,063,644 hectares, of which 1,765,483 have been 
distributed among new owners, and 1,879,857 hectares 
have been exempted from appropriation. The distribu- 
tion was made to 635,535 applicants, of whom 631,282 
have received allocations of 0-1 to 30 hectares, figures 
which demonstrate the social character of the land reform. 

In judging Czechoslovak agrarian policy, the mixed 
agricultural-industrial character of the country must not 
be ignored. 35 per cent. of the population are occupied 
in agriculture, while the country includes within its 
territory 75 per cent. of all the industries of the old 
Austro-Hungarian Empire. Czechoslovakia is thus a 
country largely interested in export trade. Of its 
farms, which total 1,648,604 in number, 464,182 do not 
exceed 1 hectare in area, while 962,099 are between 
1 and ro hectares, small farms thus representing 86-6 per 
cent. of the whole. The territories now composing 
Czechoslovakia were formerly the most valuable of those 
of the old Austro-Hungarian Monarchy, not only in 
agricultural but also in industrial output, as well as in 
respect of foreign trade. The new State was thus faced 
with the task of finding adequate markets. At the 
outset the new Czechoslovakia could not meet the 
demands of home consumption, particularly in wheat and 
milled products. In 1920 there was a deficit of some 
600,000 tons of wheat, and 100,000 tons of rye. The 
country had to import large quantities of pigs and lard. 
On the other hand Czechoslovakia possesses adequate 
barley, for the well-known brewing trade, oats, hops and 
sugarbeet. In barley, hops and sugar Czechoslovakia 
is a country of agricultural export par excellence. In 
malt, from barley, Czechoslovakia is the second largest 
exporting country in Europe. Sugar she exports to all 
parts of the world to the extent of some 600,000 tons per 
annum. Hardly less important are the exports of Zatec 
(Saaz) hops. 

In 1929, when the world boom came to an end, trade 
declined, and several years of economic crisis followed, 
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terminating last year. A change took place, too, in the 
conception of commercial policy, and the idea of a 
liberal policy gave way increasingly to the doctrine of 
“ self-sufficiency,’ which developed in some countries into 
complete protectionism and in others for political reasons 
also into economic isolation. 

As a consequence of these restrictive tendencies and 
the general crisis, exports of Czechoslovak barley and 
malt dropped by one-half, those of sugar to one-third, 
exports of beer fell to a very low level and those of hops 
to as low a figure as 50,000 cwts. 

These changes in the exports of Czechoslovakia’s main 
agricultural products naturally involved a change in the 
whole structure of agriculture, that is, a reduction of the 
area of certain crops and an augmentation of others. 
The sugar beet area was reduced from 300,000 hectares to 
one-half, barley fell from 720,000 to 640,000 hectares, 
hops from 16,000 to 11,000 hectares. Altogether some 
250,000 hectares underwent a change, all this area being 
gradually employed to develop wheat crops which rose 
from 640,000 hectares in 1928 to 960,000 in 1935. In 
1936, for the first time in the history of the Republic, 
wheat was the most important of the country’s cereal 
exports. This measure of self-sufficiency in wheat was 
merely a protection against the loss of export in other 
cereals, etc., and Czechoslovakia has no interest in remain- 
ing a wheat-exporting country. Measures have therefore 
been taken to restrict the area under wheat and to increase 
the cultivation of oleaginous plants, vegetables and other 
plants, their planting area remaining constant during the 
last eight years. 

Agrarian policy has developed along the same lines. 
Up to 1929 a liberal policy was pursued and every 
effort made to adapt prices to the new situation, and the 
rationalisation of agriculture and standardisation of 
produce was preached. The best quality products had 
to be turned out at a low cost in order to find a market. 
Foreign competition could only be met by tariff protec- 
tion. But even so it was impossible to prevent the drop in 
agricultural prices, or a disparity between industrial 
output and agricultural produces. Even the aid forth- 
coming from the co-operative system proved unavailing 
to prevent the drop in prices. The agricultural co-operative 
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system had long struck deep roots in the historic lands of 
the Bohemian Crown, Bohemia, Moravia, and Silesia, 
and immediately after the establishment of the independ- 
ent Czechoslovak State intense efforts were put forward 
to organise it in Slovakia and Subcarpathian Russia. 
Through co-operative savings and credit societies with 
unlimited liability, known as “‘ Kampeli¢ky,” agricultural 
co-operation has done great work in assisting the rural 
population : the co-operative agricultural pools and ware- 
houses are ai omy in the joint purchase of inventory and 
requisites for the farms and also in the joint sale of 
products. Co-operation is an effort to concentrate 
supplies and thus gain an influence over prices in the 
interest of the farmers. 

Meanwhile legislation and joint effort were powerless 
against a system which was able to carry on “ dumping.” 
The decline in prices became so rapid as in 1930 to 
menace the very basis of agricultural production in 
Czechoslovakia. It was realised that new ways and 
means were essential. The conviction gained ground that 
in agriculture, as in industry, a system of “ controlled 
economy” with the aid of the State was essential to 
assume direction of agricultural production in its different 
branches and sale of produce, and to ensure prosperity. 

I could quote numerous measures taken in Czecho- 
slovakia in this sense. There is, for example, the regula- 
tion of the area under sugar beet, involving a reduction in 
accord with the international Chadborne plan. There is 
the measure touching hopfields prohibiting the laying 
down of new fields since 1934. The regulation of produc- 
tion and import of live stock has been entrusted to a Live 
Stock Syndicate in operation since 1933, its activities 
extending also to dairy products and eggs. Measures 
have also been passed concerning the manufacture and 
sale of artificial food fats. Instead of giving a further 
list, it would perhaps be of greater interest to give some 
closer details of one particular measure as typical of the 
new orientation in economic policy, namely, the Grain 
Monopoly, instituted in July 1934. 

The carrying out of the monopoly has been entrusted 
to the Czechoslovak Grain Society, promoted as a limited 
liability company with a share-capital of 50 million 
crowns, and operating under the supervision of the State. 
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Of the total capital 20 millions have been subscribed by 
the agricultural co-operative societies, representing the 
farmers, 10 millions by the supply co-operatives, 
representing the consumers, 10 millions by the flour- 
millers’ organisations, and 10 millions by private crop 
trade dealers in corn. The State has not contributed 
any part of the capital. The Society’s affairs are con- 
ducted by a Board representing the different groups that 
subscribed the capital. The Board is elected at the 
annual general meeting, and only the chairman of 
the Society is nominated by the Government. The 
supervision on the part of the State is exercised by a 
Government commissioner nominated by the Minister 
of Finance, while, within their own particular spheres, 
supervision is also exercised by the Ministries of Agricul- 
ture, Commerce, Social Welfare, the Interior and Foreign 
Affairs. State control, with its right of veto, assures the 
Society the essential harmony between the interests of 
the State and those of the Society. The Society has the 
exclusive right to purchase the country’s entire grain 
crop, to import and export grain and practically every 
species of fodder. The Society procures its own finances, 
and it enjoys no exemption in respect of taxtion. Its 
eventual losses are not covered by the State except in 
cases of transactions ordered by the State, but even then 
the Society’s reserve fund is first called upon. 

One of the most important aspects of the application 
of the grain monopoly has been the effective regulation 
of the prices of cereals and fodder. The reg sulation of 
prices has served to raise prices from their very low level, 
and also to prevent a relapse, thus securing stability of 
grain prices. Prior to the monopoly, grain prices were 
subject to sharp fluctuations, and the grower never knew 
whether to sell his crop at the beginning or the end of the 
season. The monopoly stopped it. The prices of cereals 
and fodder are no longer subject to the risk of temporary 
offer and demand, often under the influence of speculation. 
They are fixed authoritatively by the Government in 
accord with the Czechoslovak Grain Monopoly. The 
prices under the monopoly have risen slightly compared 
With those previously current but the great gain 
of the monopoly is the absolute stability of prices. 
Every farmer now knows what he will get at each period 
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of the season, the prices gradually hardening as the season 
progresses. The monopoly in fixing prices pays regard, 
of course, to difference of variety and of quality. A 
specially strict supervision is exercised over the quality 
of barley, so as to prevent harm being done to the reputa- 
tion of exported Czechoslovak barley and malt. 

I may also be allowed to note that agricultural 
policy as such pursued within the scope of “the grain 
monopoly has not lost sight of the interests of the other 
classes of the population. The monopoly has rendered 
considerable services to the consumer by the stabilisation 
of the prices of grain, for it has thus to a certain extent 
stabilised the prices of flour and other milled products. 

It will thus be seen that the agricultural policy of 
Czechoslovakia has not omitted any means, however 
unusual or new, that could, under the difficult inter- 
national, commercial, political, financial, economical and 
social conditions, promote the prosperity of the rural 
population. This has been done in the conviction that the 
farmer at the present day, with his conservative conception 
of life, of family, country and religion is such an important 
pillar of support for the whole policy of the State, that it 
is impossible to imagine that a State could exist in which 
the daily life and existence of the farmer was not assured. 





Czechoslovakia and the Tourist 
By Dr. V. Partl 


Chief of the Tourist Department at the Czechoslovak Ministry 
af Commerce 


ATURE has endowed Czechoslovakia with many 
N assets Which have given the country a reputation 

which extends far beyond Central Europe. In the 
first place there are its famous spas. No other country 
indeed is so richly supplied with those natural springs 
which give health to the sutierer and energy to the tired. 
The majority of them have been known since ancient times. 
Bilina was known since Roman times, and at the neigh- 
bouring Teplice-Sanov as well as at Trenéianske Teplice 
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relics of Roman culture have been found. There is a 
specially interesting group of springs in the west of 
the country, which have no equal anywhere else in 
the world: Karlovy Vary (Carlsbad), Marianské Lazné 
(Marienbad), and Frantiskovy Lazné (Franzensbad). 
The curative power of these springs has been familiar 
to the historian and the scientist since the days of 
the Emperor Charles 1V from whom the name Karlovy 
Vary is taken. The springs represent nearly all the 
curative groups. Side by side with simple cold springs 
without definitely ascertained chemical and physical 
matter, there are to the so-called simple thermal springs, 
for instance, at Teplice-Sanov, where the springs without 
any special mineral content have temperatures up to 
46° C. (115° F.), and have long been used with success for 
curing rheumatism, gout, and nervous diseases. 

In the neighbourhood of Karlovy Vary and Marianské 
Lazné there are numerous springs containing carbon 
dioxide, which supply also table waters. Naturally there 
has been specialisation and in the course of time certain 
spas have become renowned in the treatment of certain 
groups of diseases. Frantiskovy Lazné is for women’s 
diseases and heart diseases. Marianské Lazné cures obesity 
and Karlovy Vary may be called “ the spa of suffering 
mankind,”’ for not only are diseases of the stomach, bowels, 
and kidneys cured here, but also a number of diseases of 
metabolism. The sulphur springs in PieStany and Tren- 
cianské Teplice cure rheumatism of the joints, and there 
are other sulphur springs in various parts of the country. 
The world’s strongest radio-active springs are found at 
Jachymov, while intestinal and nervous diseases are 
treated at Graefenberg and Dolni Lipova, as well as at the 
newer spas like Podébrady (heart diseases), Luhatovice 
(diseases of the respiratory organs), Slia¢é (rheumatism, 
gout), Lubochna, Ruzbachy, etc. The number of cura- 
tive springs indeed runs into hundreds. 

The great charm of Czechoslovakia for the visitor, in 
search not so much of a cure as of a pleasant holiday, is its 
variety of scenery. If you take a journey through the 
Republic from West to East, a distance of nearly 700 
miles, you find mountains with broad and easily attainable 
slopes, such as the KrkonoSe (Giant Mountains) with the 
resorts of Spindlertv Mlyn, Janské, Lazné,etc., the Sumava 
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(Bohemian Forest), the Jeseniky, the Beskids, the 
Ore Mountains, the highest point being Snézka (1,603 m.) 
in the Giant Mountains, geologically one of the oldest 
mountains in Europe. These ranges are a popular 
resort of tourists, ski-ers, tobogganists and other 
sport enthusiasts, and they are splendidly equipped 
with well-appointed hotels, tourist chalets and huts, and 
possess a network of well-marked roads and paths. 

The eastern parts of the Republic have much wilder 
scenery; their mountains are higher, and are of the 
character, age and type of the Alps. The highest point 
is the beautiful High Tatras (Gerlachovka Peak 
2,663 m.), and there are here many delightful health 
resorts, of which Strbské Pleso, Smokovec and Lomnica 
are the best known, with magnificent mountain lakes, 
and well equipped to cope with a big tourist traffic. 
Those who like to climb hills at an altitude of some 
2,000 metres will find many opportunities in Slovakia and 
Sub-Carpathian Ruthenia where extensive ranges, such 
as the Low Tatras, Polonina Borzava, Svidovec, Cerna 
Hora and others, rise above a sea of forests. 

There is delightful, if less impressive, scenery in the 
Elbe valley in the volcanic regions of the Bohemian 
Stredohofi, in the wild castle-crowned valley of the Vitava 
in Bohemia and in the valley of the Vah in Slovakia. 
The subterranean caves of the Moravian Karst near Brno, 
the Demanova and Domica caverns and the ice caves of 
Dob$Sina, of vast extent and with a wealth of stalagmite 
and stalactite formations, are among the most remarkable 
of their kind on the Continent. Famous too are the rock 
labyrinths, for instance the Bohemian-Saxon Switzerland, 
Adrspach and Teplice (Weckelsdorf), the Bohemian 
Paradise near Turnov and Jicin (Prachovské Rocks), 
and the bizarre “ rock towns ”’ in Slovakia (Stlov Rocks, 
and others). All these are easily accessible by rail or 
road and are comparatively well equipped with hotel and 
mountain hut accommodation. 

Forest, mostly pine, covers 36 per cent. of country’s 
area; its average height is about 500 m. above sea 
level, most of the mountain resorts being between 80o0- 
1,400 m.; the climate is one between maritime and 
continental, guaranteeing plenty of sun without danger 
of excessive heat or cold. Even the pleasures of the 
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sea-coast can be found on the lakes and ponds, the 
water dams and the rivers, while winter sport enthu- 
siasts can enjoy themselves without risking the dangers 
of the Alps and amidst the beauty of tree and plant 
and flower. 

These are Czechoslovakia’s natural assets; her ciultural 
assets are hardly less important. Since ancient times the 
territory of the Republic has been the scene of active 
cultural life, as can be seen from its numerous monu- 
ments. Here Prague, the capital and heart of the 
Republic, leads. It has been said of Prague that it is a 
fairy tale in stone, and Humboldt described it as the 
fourth most beautiful city in the world. Its splendid 
architectural monuments, St. Vitus’s Cathedral, the 
Charles Bridge, Loretta, the Castle, and many other 
buildings illustrate the various periods in the development 
of architectural styles, which have left in Prague and other 
towns the most beautiful monuments of their individual 
phases, Gothic, Renaissance, Baroque, etc. Prague is in 
fact a magnificent museum of Baroque, a style which can 
hardly be studied without a visit to this capital. Other 
towns in the Republic also contain important historical 
monuments: Kutna Hora, Tabor, Plzen, Olomouc, 
Brno, Stara Boleslav, Vyssi Brod, KarlStejn, Hluboka- 
chateau, Cesky Krumlov, Rozmberk Castle, Konopisté, 
Orlik, Zvikov, DomaZlice, Jindéichttv Hradec, Lany- 
chateau (the home of the late President-Liberator, 
M. Masaryk). In the north of Bohemia there are chateaux 
and castles of Stfekov, Mnichovo Hradisté, Kuks, and 
Betlem with statues by Braun; in Moravia, Tel¢, Znojmo, 
T¥ebi¢, Velehrad, and Slavkov; in Slovakia Bratislava, 
Bojnica, Levoca (the Slovak Nirenberg), Kezmarok, Nitra 
and KoSice; and in Sub-Carpathian Ruthenia Uzhorod, 
Mukaéevo, and many others. On high rocks the old 
nobility built fortresses, castles, and chateaux, the ruins 
of which are still objects of admiration to-day: Svihov, 
KarlStejn, Rabi, Bezdéz, Hazenburk, Kiivoklat, Bouzov, 
Vranov, Buchlov, Stramberk, Trenéin, Cachtice, Beckov, 
Orava, Stretno, SpiS Castle, Dévin, Zvolen, Chust, 
Mukaéevo, and many others. Modern times brought 
about a rapid development in architecture, and there are 
in the country many characteristic examples of modern 
architectural art. New and up-to-date public and 
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private buildings are to be found in Prague and other 
towns, and to return to the other end of the scale there 
are interesting relics of prehistoric culture in the Moravian 
Kras, Véstonice, Domica, etc. 

The Czechoslovak people created their own popular 
arts. Folk-singers wrote melodious songs and tunes; the 
people made their gay artistically decorated costumes, 
originated their beautiful festivals and games, and pro- 
duced their distinctive artistic embroideries, ceramics, 
buildings, woodwork, etc. In Slovakia many beautiful 
Christmas and Easter songs, and the festive opening of 
winter, etc., are of purely popular origin. The Passion 
Plays in Hofice in the Sumava Mountains, which go 
back to the thirteenth century, are well-known. The 
people still preserve their national costumes and customs, 
especially in the districts of DomazZlice, Jihlava, ,Uhersky 
Brod, Uherské Hradisté, Kyjov in Moravia, Ci¢many, 
Détva, Jasina, etc. 

Czechoslovakia pays special attention to p/ysical 
culture, and even small towns have their gymnastic 
associations, sporting organizations, etc. Excellent tennis 
courts are available for visitors to spas and holiday 
resorts, and the larger spas have golf courses, volleyball 
courts, and facilities for table tennis. On the rivers and 
large ponds there is rowing, swimming canoeing, etc. 
In winter there is ski-ing, ice-hockey, and skating. 

The technical tourist equipment has been quickly com- 
pleted andimproved. Roads and hotels are among the best 
in Europe and the railways have embarked on a policy of 
reduced fares, etc., to attract the tourist, while the people 
themselves are prepared to give the stranger that welcome 
which a free country is proud to give. The results have not 
been unsatisfactory, for last year over 700,000 foreign 
vistitors came to Czechoslovakia and more than 50 per 
cent. of that total made a lengthy stay. 











we ww ewer 5 


For a Real Change this Summer 





Here for a week or two you can put the normal daily round 
far from your mind. There are medieval towns to roam through, 
rich in legend and history. Old coffee houses, old taverns, where one 
may sit and drink awhile, listening to tunes that have come down 
the centuries. 


If you want a taste of the great out-doors, of breath-taking mountain 
views, you'll go to the High Tatras .... home of the whispering 
pine and deep-flowing waters. For a gay cosmopolitan scene and 
pulsating night life, you'll stay in Prague, the hundred-towered 
capital, “Rome of the North.” Here, from June 26 to July 6, 
will be held the roth Sokol Festival, most important event in the life 


of the nation. 


For a physical and mental “refresher,” you'll make it one of the 
celebrated health resorts, such as Carlsbad, Marienbad or Pistany, 
where one can take the cure in charmingly diverting surroundings. 


Golf, tennis, shooting, fishing—your favourite sports, all at your 
command. Good food, fine drinks, and real all-round comfort. 
A care-free atmosphere and cheerful absence of formality. 


You'll have an interesting and thoroughly enjoyable holiday in 


Czechoslovakia ! 
TOUR — TRAVELLING INDEPENDENTLY 
Brno, Prague, Stary, Smokovec, Sliac, Pistany. 
19 days....£36 17 0 
STAY AT A SPA 


Marienbad .......... a eee £16 123-0 
Strbske Pleso........ TS GIB. 5 s000< £18 9 0 


PRAGUE — FOR THE SOKOL 
Escorted throughout. Including sight-seeing and 
admission to the Festival. 

8 days....18 Gns. 


Fares provide good hotels, 2nd class travel, etc. 
















Further information from any Ollice of 


THOS. COOK & SON, LID. 


end of the 
CZECHOSLOVAK TOURIST 
INFORMATION OFFICES 


— in London, 21, REGENT STREET, S.W.1— 
and other leading Tourist Agencies 








PHILIP HILL & PARTNERS 


LIMITED 





CAPITAL £5,000,000 


Issues of Capital undertaken for 
established businesses 


KINGSBURY HOUSE 
KING STREET, ST. JAMES'’S 
LONDON, S.W.1 


Telephone - WHITEHALL 5857 (3 LINES) 
Telegrams - HILBERMARL, PICCY, LONDON 





PRINTED IN GREAT BRITAIN BY EYRE AND SPOTTISWOODE LIMITED, HIS MAJESTY’S PRINTERS, EAST HARDING STREET, 
LONDON, E.C.4 AND PUBLISHED MONTHLY BY THE FINANCIAL NEWS LIMITED, 20 BISHOPSGATE, LONDON, E.C.2 








